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PREFACE 


The Economic and Social Council, at its thirteenth session in July 1951, 
endorsed a resolution of the Fiscal Commission, requesting the Secretary- 
General, in consultation with governments, appropriate specialized agencies 
and non-governmental organizations, to 

“Give consideration to basic principles for accounting and auditing, 
such as full disclosure, the managerial use of accounting, establishment 
of accountability, internal control and independent audit (resolution 378 

(XIII)). 

In response to this resolution the Secretary-General has undertaken to 
publish this report. 

The present study is divided into two parts: first, a survey of the general 
requirements for an adequate system of central government accounting; 
second, a detailed examination of accounting systems actually employed 
in certain countries. 


This study was carried out by the Fiscal Division of the Department of 
Economic Affairs, with the assistance of consultants: 

The material on Sweden was prepared by Carl Murray, Director (on 
leave) of the Financial Statistics Section of the General Accounting Office 
of Sweden, as consultant to the Technical Assistance Administration. 

The material on the Netherlands was prepared by O. Bakker, Professor 
of Economics at the University of Rotterdam and member of the General 
Auditing Court of the Netherlands, as consultant to the Fiscal Division, 
Department of Economic Affairs. 

The material on the United States was prepared by Jesse Burkhead, 
Associate Professor of Economics, Syracuse University, as consultant to 
the Fiscal Division. 
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introduction 


4 offprtive system of government accounting and budget execution is 
basic to the administrative structure^ a ^dt.^veToped 

im P °4?es C 1undemkTn™ sensibilities, existing administrative practices 

expenditures by public officials undermines the morale of the public service, 
limits the effectiveness of governmental programmes, and impairs the c - 
fidenceof citizens in their government. Government accountmgisalsoof 
greatest importance for purposes of planning economic development and 
smbStion policies, and evaluating their effects. Governmental activity 
must be adequately measured so that its impact on economic activity can 
be determined. Effective measurement depends largely on the adequacy 
and comprehensiveness of governmental accounting. 

In spite of the importance of government accounting and budget execu¬ 
tion relatively little attention has been devoted to this subject m mo 
countries in recent years. Very few of the technical assistance missions in 
the fiscal field sponsored by the Technical Assistance Administration 
the United Nations or by the International Bank have had the opportunity 
to an ilyse existing practices. Even in developed countries, there have been 
surprisingly few up-to-date surveys of procedures for accounting and budget 

control. 

Nevertheless, there is evidence of glowing awareness of the significance 
of this area of fiscal administration. Within the past eighteen months the 
Technical Assistance Board has received requests for assistance in one or 
more phases of accounting and budget execution from Bolivia, Cambodia, 
Cuba, Indonesia, Iran and Libya. Requests for one or more United Nations 
Fellowships for study in the field of government accounting and budget 
execution have been received from Egypt, Israel, Ecuador, Turkey, Iraq and 
Libya. It is to be hoped that the present study will serve to direct further 
attention to the importance of this type of fiscal administration. 

The present study does not intend to suggest that there is a “model” 
system of central government accounting or that there should be uniform 
procedures in budget execution. As with other fiscal practices, accounting 
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and budgeting must be adapted to the requirements of individual countries 
and differing institutional patterns. It is difficult, if not impossible, to 
develop principles of government accounting which are capable of general 
application. 

The descriptions of specific systems of accounting and budget execution 
which are set forth in the second part of this study are not intended to 
illustrate general principles, but rather are intended to point to the successful 
operation of certain techniques now used in countries where fiscal pro¬ 
cedures are well developed. The practices of each of the four countries reveal 
distinctive features. 

In France, the role of the Minister of Finance, in maintaining a continuing 
central control over expenditures, is particularly significant. In the Nether¬ 
lands the General Auditing Court serves as an integrating and co-ordinating 
body for the whole area of budget execution. The Swedish system is note¬ 
worthy for the high degree of responsibility and discretion accorded to 
administrators and for its economy in the utilization of personnel. The 
accounting system of the United States Government is in the process of a 
long-run reorganization and is tending toward a greater decentralization of 
record-keeping, the strengthening of internal control and a broadening of the 
character of the post-audit. In so far as there may be techniques of govern¬ 
ment accounting and budget execution which are capable of transfer and 
adoption, these techniques can be revealed only by careful study of the coun¬ 
tries in which they are now practised. 



Part I 


requirements for a system of 

GOVERNMENT ACCOUNTING 

The first part of this document is devoted to an examination, in necessarily 
general terms, of the nature of requirements for an effective system of govern¬ 
ment accounting and budget execution. This material will be presented as 

follows: 

I. The functions of accounting in a central government 

II. Accountability 

A. Pre-audit 

B. Post-audit 

III. Management considerations 

A. Requirements for management control 

B. Flexibility in budget execution 

C. Management at the central level 

IV. Other accounting problems 

A. Fund structure 

B. Cash and accrual 

C. Types of accounting records 

D. Revenue accounts 

E. Closing the accounts 

V. Improvement of accounting systems 

A. Accounting skills 

B. Accounting reforms 

VI. Summary and conclusions 


I. The Functions of Accounting in a Central Government 

Government accounting is a part of the broad area of fiscal management. 
Fiscal management derives its importance from the governmental pro¬ 
grammes to which it relates. Accounting concepts and accounting records 
are significant not for themselves, but for their ability to implement gov¬ 
ernmental programmes and the social and economic objectives of government 
policy. 

In a modern central government it can be anticipated that governmental 
accounting will be complex. This complexity arises because of the manifold 




purposes which must be served by government accounts and because similar 
types of accounts must be maintained at different levels of the central govern¬ 
ment. 1 It is not practicable to have a single set of central government accounts 
or even to limit the types of accounts to three or four basic “sets”. Some 
duplication in accounting records may be unavoidable. A central government 
needs the types of accounts which are adequate in relation to the purposes to 
be served. 2 

It might be useful, at the outset, to set forth briefly the purposes which 
must be served by government accounts. The more important of these will 
then be examined in detail. 

(1) Accounting systems should be designed to show compliance with legal 
provisions. 

(2) Accounts which show the commitment and disbursement of moneys 
must be related to budget accounts which embody requests for new expendi¬ 
ture authority. That is, budgeting and accounting must be components of 
an integrated system of fiscal control. 

(3) Accounts must be set forth in such a way as to permit a determination 
of the adequacy of custodianship of moneys and assets under the responsi¬ 
bility of administrative officials. 

(4) Accounts must be maintained on a basis which will permit an inde¬ 
pendent audit extending to all records, funds, securities and property. 

(5) The accounting system should provide a full disclosure of financial 
results, including the measurement of revenue and the costs of activities, 
programmes and organizations. 

(6) The accounting system must provide management at all levels with 
information for planning and direction. This includes, but is not restricted to, 
cost measurement. 

(7) Accounting systems should incorporate effective procedures for in¬ 
ternal audit and control of operations and programmes. 

(8) Government accounts must be maintained in such a way as to provide 
information necessary for the economic analysis and planning of govern¬ 
mental activity. This information should be presented in a form which is 
useful for both executive and legislative purposes. 

It is possible to differentiate conceptually among the foregoing purposes 
of government accounting. In application, however, many of these ^purposes 
merge. In general, the first four of these may be described as the “account¬ 
ability” function; these will be examined in section II. The last four may be 
described as the “management” function; these will be examined in section 

III. 


i The term “central government” is used here to connote central level, as distinguished 
from provincial or local levels of government. The central government is assumed to 
embrace three sectors: general government, public undertakings and social insurance 


systems. 

2 See Final Report of the Committee on the Form of Government Accounts, London, 
1950, pp. 9-U. 
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Administrative unit level. It is in this latter connotation that accounting 
most often referred to as a “tool of management . 

In some governments there often appears to be a conflict in P arhc “ lar 
instances between accountability considerations and management cons.der- 
ations in the establishment and maintenance of a system of budget conte 
and accounting. SpecificaUy, the accounting classifications which are useful 
for accountability purposes may not be the classifications which are useful 
for management purposes. But these conflicts are by no means irreconcilable. 
Both 3 types of considerations are important; both can be contained in a work- 

able system. 


II. Accountability 

All modern governments have developed specific institutional arrangements 
to ensure, or attempt to ensure, accountability for the receipt and expenditure 
of public funds. Needless to say, there are very great differences in the nature 
of these institutional arrangements from one country to the next, and differ- 
ences of application within a country. 

In every government it is customary to apply a different accounting and 
control pattern to those agencies in the general government sector (adminis¬ 
trative departments and agencies) from those agencies which are separately 
organized as social insurance systems or public undertakings. In fact, the 
term control itself has a different meaning in these cases. As a British author¬ 
ity has pointed out, control in the sense of “direction” ought to be distin¬ 
guished from control in the sense of “reporting”. 3 The latter consists of 
measuring and assessing what is happening, but “control” in this sense does 
not necessarily imply restraint, guidance or stimulation. Central governments 
should establish a pattern of control in the reporting sense over all agencies, 
including social insurance systems and undertakings. The degree of central 
direction, however, is another matter. Traditionally, much less direction is 


»Sir Geoffrey Vickers, “The Accountability of a Nationalized 
Administration, Spring 1952, pp. 71-80. 


5 



applied to commercial-type ventures than to traditional departments, but a 
system of control to ensure accountability is necessary for all operations. 

For purposes of clarifying the varying applications of the principle of 
accountability, it might be well to abstract the procedural steps which may 
be followed in the execution of the budget—that phase of the budget cycle 
which begins with approval of the budget by the legislature and ends with 
the auditing of the closed accounts for the budget year. 

The following procedure is intended to indicate the possibilities for control 
that exist in any system of budget execution; it is not intended to be repre¬ 
sentative of any particular country. The steps in a generalized procedure are 
as follows: 

(1) The legislature authorizes the chief executive to make expenditure 
authority available to administrative agencies. 

(2) The executive authority responsible for the execution of the budget 
(president, cabinet, minister of finance, bureau of the budget) in accordance 
with legislative action, extends to the agencies authorization to incur obli¬ 
gations, or opens credits to their account 

(3) The heads of agencies, in turn, extend to designated officials within 
the agency, the authorization to incur obligations. 

(4) Designated officials (fiscal officers) award contracts for goods and 
services and incur obligations for the payment of salaries. 

(5) The central financial authority (treasury, ministry of finance) places 
money at the disposal of disbursing officers. 

(6) Fiscal officers within agencies prepare and certify vouchers to show 
that obligations are due and payable by disbursing officers. 

(7) Orders for payment are prepared by fiscal officers and submitted to 
disbursing officers. 

(8) Disbursing officers provide for the payment of cash (or cheque) to sat¬ 
isfy the liability. 

In the practices of any particular country some of these procedures may be 
eliminated or combined. Some governments, for example, do not have dis¬ 
bursing officers but authorize administrative officials within agencies to direct 
payments by the central bank. In some countries considerable emphasis may 
be laid on the control of the budget at the point where obligations are 
incurred; in other countries emphasis for control purposes may be centred 
at the point where vouchers are certified. But regardless of the point or points 
at which controls are centred, an effective system for ensuring accountability 
must be outlined in personal terms. Certain officials must be designated as 
“accountable officers” and required to assume and be responsible for certain 
specified procedures or transactions. 

A. Pre-audit 

In examining the pattern of budget execution in particular countries it 
is generally possible to distinguish, at least on a functional basis, the enforce¬ 
ment of accountability by means of a pre-audit from the enforcement of 
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cussion of post-audit see section II, B.) 

Although both pre-audit and post-audit are means of ensuring account¬ 
ability they are based on quite different concepts of administration and have 
very different consequences for budgetary execution. The pre-audit tends to 
reduce the degree of responsibility exercised by departments and agencies As 
L evident from the procedural steps listed above, there are many points at 
which pre-audit control can be imposed. If the statutes or practice of a 
country require pre-audit control at many stages there is inevitable tendency 
to duplicating effort, to excessive delay and resulting inefficiency in the tran - 
action of the government’s fiscal affairs. This condition of oyer-consol 
seems to prevail in a number of South American countries, with resulting 
friction in relations between the contraloria and the administrative agencies. 
As economic development programmes have called forth new governmental 
organizations and responsibilities, the financial controls imposed by the con¬ 
traloria in a number of countries have appeared to be sufficiently cumber¬ 
some that autonomous institutions and other types of quasi-governmental 
organizations have been created in order to escape from the central financial 
control structure. The creation of autonomous agencies in these cases may 
be a short-run solution to a condition of over-control, but in the long run the 
established departments and agencies suffer from their failure to participate 
in the administration of new programmes. In such cases, in the words of one 
critic, the established departments tend to become “hollow shells . 

-•For a discussion of over-control and the consequences of intermingled Plaudit 
and post-audit see United Nations Mission of Technical Assistance to Bolivia, New 
York* 1 1951, pp. 22-23. See also the recommendations in Report of the United Nations 
Economic Mission to Chile, New York, 1951, pp. 15, 22. For a general discussion of 
pre-audit see G. Palthey: Le controle prealable des finances pubhques, Paris, 1942. 

5 Harold Seidman, “The Theory of the Autonomous Government Corporation”, Public 

Administration Review , Spring 1952, p. 96. 



Where pre-audit is employed, it seems to work most effectively in those 
countries where it is a part of internal administration. In France, for example, 
the Ministry of Finance enforces standards of accountability on itself and on 
other departments by assigning an official (Ze controleur des defenses en - 
gagees) to work with each department. It is the responsibility of this official 
to determine the legality of proposed commitments in advance of such com¬ 
mitments. The Ministry of Finance has no responsibilities for post-audit; this 
is under the jurisdiction of the Cour des Comptes. In Great Britain, account¬ 
ability is enforced by a pre-audit administered not by the Treasury, but by 
the accounting officer of each ministry. This officer is appointed by the Prime 
Minister and enjoys permanent status. The advance determination of legality 
is within his jurisdiction. Disbursement is subject to a general control by the 
Treasury which extends moneys to the Paymaster-General. Post-audit is 
conducted by the Comptroller and Auditor General. In the United States 
the scope of external pre-audit conducted by the General Accounting Office 
has been sharply restricted in recent years; pre-audit is increasingly inte¬ 
grated with internal administrative controls. In Sweden there is no external 
pre-audit. In Canada the scope of external pre-audit has been greatly reduced 
in recent years. 6 

Experience in countries with reasonably efficient systems of budget execu¬ 
tion would appear to justify the conclusion that post-audit should be external 
to the administrative agency, but that pre-audit should be a part of internal 
administrative responsibilities. Therefore, where standards of internal admin¬ 
istration are well developed and accompanied by a high degree of responsi¬ 
bility, pre-audit and post-audit should not be combined in an independent 
agency. 

B. Post-audit 

The one feature which is most common to all systems of government 
accounting and budget execution is the post-audit. 

In most countries the post-audit is to be distinguished from closing the 
accounts. The latter typically refers to the procedures associated with the 
termination of the fiscal year—the summarization, formal balancing and 
publication of the over-all budgetary results. Post-audit extends to the veri¬ 
fication of legality of individual transactions and the accuracy of the accounts. 
In Great Britain the closing of accounts and their post-audit are combined 
in the annual report of the Comptroller and Auditor General. But in most 
countries the accounts are formally closed by the ministry of finance and the 
post-audit is conducted separately and completed within a period of two or 
more years after that time. 

The post-audit is generally conceived to be independent of the adminis¬ 
tration in the sense that the agency responsible for the audit reports directly 
to the parliament. The independence of the audit is customarily reinforced 

6 For a discussion of the Canadian experience see A. E. Buck, Financing Canadian 
Government, Chicago, 1949, pp. 134-148. 
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TbU tvDe of post-audit may be directed to an examination of the documen- 

xx “V - r - 

hens^ive'in terms of the detailed examination of every transaction, or it may 
be undertaken in accordance with modern sampling techniques. In the latte 
form the post-audit becomes more an audit of the accounting systern of an 
agency than an audit of its transactions. Although the scope and techniques 
of a post-audit wiU necessarily vary in accordance with the institutional 
requirements of a country, it is evident that where accounting skills arerea- 
sonably well developed the decentralized audit of the system can provide the 

most efficient and economical type of control. 

Second, the post-audit may extend beyond its traditional scope to embrace 
an examination of transactions in their relation to the administrative rules 
of an agency. This type of post-audit is more likely to be conducted within 
an agency, by a unit attached to the head of an agency. It is useful for pur- 
poses of appraisal of internal administration. 

Third, the post-audit may assume a substantive character—an examination 
of the effectiveness of administration as a whole, its efficiency and its ade¬ 
quacy in terms of the programme of the agency. This type of post-audit may 
be conducted internally or externally; the findings may be reported to admin¬ 
istrators or to the parliament. When the findings are available for internal 
administrative purposes the substantive post-audit may be undertaken by the 
agency responsible for organization and methods analysis, typically located 
within the ministry of finance. When the findings are to be directed to the 
legislative body, this type of post-audit may be conducted by an independent 
governmental accounting agency, as in the United States, where substantive 
post-audits are frequently made by the General Accounting Office, or in 



France, where the Cour des Comptes may undertake special investigations at 
the request of the National Assembly. In some cases, substantive post-audit 
reports are subject to hearings before legislative committees, as in Great 
Britain, where the important work of the Public Accounts Committee depends 
on the annual audit findings of the Comptroller and the Auditor General. 7 

The post-audit is a flexible instrument of control. If properly used it can 
establish accountability and increase the effectiveness of government admin¬ 
istration generally. It can be shaped to serve the requirements of the legisla¬ 
ture, and in certain forms, the requirements of the central executive authority 
and of the administrator. 

As central governments throughout the world improve the efficiency and 
increase the responsibility of their administrators it seems likely that post¬ 
audit will be strengthened but that external pre-audit, administered by an 
independent body responsible directly to the legislature, is likely to diminish 
in scope. The goal, of course, should be the establishment of an institutional 
pattern of financial control that permits maximum freedom to the adminis¬ 
trator but encourages the administrator to act responsibly within the scope 
of the broad intent of the legislature. Pre-audit then becomes a matter of 
internal control and responsibility, subject only to the final reckoning of the 
post-audit. Post-audit itself should be strengthened and extended to provide 
the legislature with an authoritative analysis of the custodianship of public 
funds and public assets. 

HI. Management Considerations 

In recent years, in a number of countries, it has come to be increasingly 
recognized that government accounting and budget control techniques must 
serve the needs of the administrator as well as the needs of the legislature for 
accountability. This recognition is typified by the phrase “accounting is a 
tool of management”. 

A. Requirements for management control 

The implementation of this concept of government accounting requires the 
following: 

(1) Control accounts at the management level must be related to, but more 
specific than, the accounts as set forth in the budget which is presented to 
and adopted by the legislature. The budget should be authorized in broad 
terms, that is, with a maximum use of lump-sum appropriation in order to 
preserve flexibility in management operations. Budget authorizations should 
be based on specific records and accounts of past performance by adminis¬ 
trators. The control accounts, or fiscal accounts, which record receipts, obli¬ 
gations and disbursements must embrace the detail which support budget 
requests for future authorizations. 

7 See Basil Chubb, The Control of Public Expenditure , Oxford, 1952, pp. 169-197. 
A similar system is followed in Canada where the Accountant General testifies before 
the Public Accounts Committee. 
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““Lei of operational responsibility if financial information is to be con- 

f uluslv available to administrators. Central accounts will, of course, con- 
tinuou y f certain types of Treasury operations, but even in 

Z case (e " when disbursement is centralized in the Treasury) it is neces- 
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Jministrator freed from the minutiae of supervision only by the estab- 
Rshmentof a system of accounting which permits ready measurement of the 
financial results of programme operations and incorporates a system of cross- 

A pattern of internal control is almost synonymous with good man- 
checking. P eg ^ organizationa l structure that is linked with organiza¬ 
tional responsibilities and a clear delegation of duties. Records for interna 

^ 1 should take the form of periodic financial reports on the status of 
receipts obligations and expenditures; where possible, these should be related 
performance of specific activities. Within any department or agency 
die periodic reports can provide higher supervisory levels with the informa¬ 
tional basis for effective decisions. Internal reporting of operations greatly 
facilitates a post-audit and can contribute to the audit of systems rather than 
the audit of transactions (see above, section II, B). 

(4) Accounts maintained at the operational level should be based on a 
system which will reveal, so far as possible, actual costs. This is necessary 
so that an administrator can determine the character^ of changes in total 
outlay to distinguish whether the cost of providing a ^umt of government 
goods and services is increasing or whether more units are being provided. 
The adequate measurement of costs will require in some circumstances, the 
application of commercial accounting techniques (see section IV, B). In other 
instances, the traditional cash basis of accounting will provide an adequate 
measurement of the costs of activities. The goal is the establishment of 
accounts which set forth an objective and quantified measurement of manage¬ 
ment’s success or failure in the fiscal period. The realization of this goal 
requires a continued experimentation with new measurement techniques at 
the administrative level; no formal and mechanical system of accounts can 
be expected to provide all the answers when programmes are changing in 

scope«and content. 

(5) Flexibility in account classifications must be preserved, but within a 
pattern of over-all uniformity. Just as governmental programmes differ from 
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agency to agency, so must account classifications differ if management needs 
are to be served. The sharpest differences will arise between sectors. Classi¬ 
fications for the general government sector will differ from those which can 
be used for undertakings and for social insurance systems. For undertakings 
the classifications must permit the measurement of profit or loss, generally 
on an accrual basis, with adequate provision for the maintenance of capital 
assets and of accounting for inventory. For social insurance systems the 
accounting basis must show receipts and expenditures and the condition and 
disposition of assets. At the same time there must be sufficient uniformity in 
the accounts maintained throughout the whole of government to permit cer¬ 
tain types of aggregating. The summary accounts in the central government 
budget should provide the starting framework for account classification. 
Accounts maintained by the ministry of finance, by departments and adminis¬ 
trative units must be harmonious with the central budget accounts. A set of 
definitions should be employed so that the conceptual basis for certain dis¬ 
tinctions (“grants”, “taxes”, “transfers”, “loans”, etc.) is uniform in applica¬ 
tion. To assure flexibility within a general pattern of uniformity it is usually 
desirable to endow some central authority (the finance minister, the budget 
office, the auditing department or some combination thereof) with the power 
to prescribe or approve the account classifications to be employed throughout 
government. 

B. Flexibility in budget execution 

Every central government needs a considerable degree of flexibility in the 
execution of its budget. Where the period of time between budget prepara¬ 
tion and budget adoption is long, the need for flexibility is increased. Flexi¬ 
bility is necessary to permit agency programmes to adapt themselves to 
changing conditions within the fiscal year. Alterations in price levels, in 
employment conditions and in the balance of trade may mean that govern¬ 
ment programmes must continuously be re-shaped. At the same time, flexi¬ 
bility must always be limited in accordance with the intent of the legislature 
with respect to financial or other limits which may have been imposed. 

The execution of multi-year budgets which are the fiscal expression of the 
long-range developmental programmes of some countries requires a high 
degree of flexibility. Even though the general outlines of a long-range pro¬ 
gramme remain unchanged, the details will necessarily alter in accordance 
with the rate of completion of particular phases, with the availability of 
materials for projects, or with the uncertain possibilities of securing loan 
finance. The interrelations between a government’s annual budget and its 
multi-year budget require a flexible and effective central executive authority 
which can make annual, and perhaps even quarterly adjustments in pro¬ 
gramme outlays. 

The need for flexibility within a single fiscal year also varies in accordance 
with the type of governmental activity. Public undertakings engaged in pro¬ 
duction and trading operations need much more flexibility in budget execu- 
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are generally subject to less variation than outlays for materials. 

There are a number of techniques which may be employed to assure that 
administrators have an adequate, but not unlimited degree of flexibility in 
the execution of the budget. One of these is the use of lump-sum appropria¬ 
tions rather than itemized appropriations for those areas of ^penditur 
where variations are frequent. Under the lump-sum appropriation the adm 
istrator has considerable discretion and freedom to re-allocate his outlay 
among different objects of expenditure. Lump-sum appropriations are partic¬ 
ularly useful in appropriations for public works projects. 

In other cases, where some element in an agency’s programme, but not 
the whole of its programme, is uncertain in character, it may be possible to 
combine an itemized appropriation with a lump-sum appropriation. Perhaps 
90 per cent of an agency’s appropriation may be made up of itemized outlay, 
with the remaining 10 per cent available without detailed specification. 


In many countries the authority to transfer moneys from one appropriation 
to another has been used to give flexibility to administrators in the execution 
of their budgets. The possibilities for abusing this authority, however, are 
ever-present; flexibility can usually be achieved by other techniques. In 
particular, the lump-sum appropriation may be authorized in accordance with 
detailed schedules of activities and costs which serve to justify the authoriza¬ 
tion. Any departure during the fiscal year from the detail as submitted may 
be reviewed by the central budget authority and the legislature at the time 
budget requests are transmitted for the forthcoming fiscal year. 


Flexibility in budget execution can also be secured by the use of emer¬ 
gency or contingency funds appropriated to the central administrative author¬ 
ity (president, prime minister, cabinet, as the case may be) and available 
for use in accordance with unforeseen governmental needs. Expenditure from 
such funds should be subject to adequate control and their replenishment by 
successive legislatures should, of course, be made dependent on a complete 
statement of accountability by the central administrative authority. 


The re-examination of the machinery for budget execution should be a 
continuing responsibility of the central administrative authority. Over a 
period of years most systems seem to become increasingly inflexible. Legis¬ 
latures, finance ministries and auditing offices impose a growing volume of 
restrictions on the freedom of action of the administrator. Periodic re-exami¬ 
nation with a view to restoring flexibility is generally necessary. 


C. Management at the central level 

The phrase “accounting is a tool of management” typically refers to man¬ 
agement at the level of administrative units. It can also refer to the aggre¬ 
gative management of the government as a whole. 
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The accounting system as a whole must serve the needs for controlling 
and co-ordinating the activities of government agencies and departments. For 
these purposes accounting data are only a portion of the broad informational 
base which is necessary for policy guidance. The government accounting 
system should be part of a comprehensive pattern of fiscal reporting which 
ought to embrace social accounting, balance of payments data, and requisite 
detail on changes in incomes, expenditures, prices and production. 

The types of government accounts and classifications necessary to provide 
information of economic significance have been examined in other publica¬ 
tions of the United Nations. 8 However, it should be noted here that an ade¬ 
quate informational basis for over-all economic policy formulation will 
require that government accounts embody distinctions which will permit a 
measurement of such magnitudes as government capital formation, transfer 
payments to the private sector, total purchases of goods and services, and 
contributions to private income accounts. 

The techniques of budget execution provide a means of strengthening a 
central government in the administration of programmes for stability and 
development. In a number of countries the central administration possesses 
authority to apportion or allocate appropriations after they have been enacted 
by the legislature. In these cases, as in Sweden, legislative authorization 
extends not to government agencies, but to the Cabinet (King in Council), 
and this body may reserve a part of the appropriation if it appears that 
because of changes in internal or external economic conditions it may not 
be feasible or possible to permit the agency to spend the whole amount of 
the authorization. The authority to allocate multi-year appropriations in 
annual amounts will also greatly strengthen a central administration’s ability 
to cope with changing economic conditions. 

In many other countries comparable power is exercised by the ministry 
of finance or the budget office in its authority to open and apportion credits 
to each department after these credits have been voted by the legislature. 
In Honduras, for example, the Ministry of Finance allocates funds monthly 
to the other ministries. In Iran, with unimportant execptions, credits as voted 
may not be used without prior authorization by the Ministry of Finance. In 
Chile a similar power is exercised over the “variable expenditure” portion 
of the budget through joint action by the Comptroller General and the Pres¬ 
ident of the Republic. The recent decree law on budgetary reform in Colombia 
gives authority over voted appropriations to the Bureau of the Budget. 9 

It is evident that this kind of central authority over budget execution can 
be utilized successfully only in those countries where it is a part of a general 
institutional pattern of strong central fiscal authority. Central authority over 
apportionments or allotments cannot in itself serve as a sole basis for respon¬ 
sible and effective central fiscal management 

s See United Nations, Budgetary Structure and Classification of Government Accounts , 
New York, 1951; and the forthcoming publication, A Manual for the Classification of 
Government Accounts , New York, 1953. 

9 Decree Number 982, 16 March 1950. 
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IV. Other Accounting Problems 


A. Fund structure 


In the terminology of government accounting a fund represents the segre¬ 
gation of“ resources or moneys, or the identification of cerUm types 
of transactions devoted to a special purpose. This purpose must b g y 
defined, and where defined, a separate set of accounts is maintained. 

In central government accounting, separate funds are typically establishe 
for social insurance activities, where it is conceived that the government ac 
as a trustee for the beneficiaries of the social insurance programme. Sep¬ 
arate funds may also be used for commercial-type ventures. The legislature 
may create special funds from the proceeds of earmarked taxes, with the 
requirement that these funds be devoted to a specified purpose. Customarily, 
the term general fund applies to all receipts and expenditures not so ear- 

marked. 


Every central government employs a fund structure of greater or lesser 
rigidity. Fund structures of the rigid type have been widely and justifia y 
condemned on the ground that they limit flexibility in budget execution. 
One of the most unfortunate consequences of rigid fund structures and ear¬ 
marked revenues is the resulting inability of a government to control the 
allocation of a surplus. Under inflationary conditions an earmarked revenue 
source may provide moneys in excess of need. But the earmarking auto¬ 
matically assigns this surplus and the government has no possibility oi divert¬ 
ing it toward programmes, such as developmental undertakings, which may 
have a high social and economic priority. 

In most countries rigid fund structures and earmarked revenues were estab¬ 
lished to delineate priorities in governmental expenditures where public 
revenues were uncertain. The establishment of a fund and the assignment 
of a stable revenue source thereto has been an expedient for assuring the 
continuation of a programme deemed desirable by the legislature or the 
executive. In some instances new expenditure programmes may be linked to 
special extra-budgetary funds appropriated initially by the legislature. Ex¬ 
penditures from these funds are expected to be balanced by future receipts 
resulting from activities for which the fund was established. Where the 
receipts are less than anticipated, the funds, in effect, have a deficit which is 
concealed by their extra-budgetary character. It may be hoped that where 
governments are successful in stabilizing their public finances it will be pos¬ 
sible to abolish the practice of earmarking and to eliminate extra-budgetary 

funds. 


Where possible, it would appear desirable to limit the establishment of 
funds in a central government to public undertakings, to social insurance 
accounts and to moneys held in trust for future payment (shared tax revenues, 


10 See Report of the United Nations Mission of Technical Assistance to Bolivia,, 
New York, 1951, pp. 20-21; Report on Technical Assistance Conference on Comparative 
Fiscal Administration , New York, 1952, chapter 8, section 3. 
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for example). For social insurance and moneys held in trust it is conceived 
that legal title rests elsewhere than in the government; these moneys are not 
available for other governmental purposes and a separate fund structure may 
be justified on this ground. In the case of public undertakings the distinction 
is an economic one. Commercial-type ventures require a fund of working 
capital, replenished by operational receipts and depleted by operational out¬ 
lays. The working fund needs to be segregated from those funds of govern¬ 
ment which are replenished only by legislative appropriation. The establish¬ 
ment of separate working funds for enterprise activity is most easily 
accomplished where the venture is specifically organized as a public under¬ 
taking. Working funds may also be established for enterprise activity which 
may be conducted as a part of the programme of administrative agencies in 
the general government sector. 

B. Cash and accrual 

The cash basis for government accounting records transactions at the time 
moneys are received and expended. On an accrual basis revenues are recorded 
as they are earned and expenditures are recorded as services or supplies are 
utilized. Inventories, for example, are posted as they are received, but are 
not booked as costs until they are used; that is, the accrual system requires 
that unearned revenues and unapplied resources shall be deferred in the 
accounts until they are earned and applied. The accrual basis makes fiscal 
reports comparable and lays the basis for the analysis of government costs 
over a period of time. The accrual basis accomplishes this by the accounting 
recognition of inventories, prepaid items, deferred charges and capital outlay. 
The accrual basis of accounting offers the greatest potentialities for govern¬ 
ment operations which involve the purchase and sale of commodities, the 
construction and operation of projects and the lending of funds. It is in 
these operations that the discrepancies between actual costs and the receipt 
and expenditure of moneys are likely to be greatest. An accrual system should 
not be confused with the procedures which prevail in some countries for 
keeping books open after the close of the fiscal year to permit payment of 
obligations chargeable to that year (see below, section IV, E). 

In practice, some governments have adopted what may be termed a modi¬ 
fied accrual basis. This approach seeks to incorporate accruals wherever it is 
quantitatively important and administratively practicable to do so. It is evi¬ 
dent that for a governmental programme whose outlays consist of wages and 
salaries to the extent of 95 per cent of its total costs, and where there are 
no inventories and few fixed assets, the conversion of the accounts to an 
accrual basis may simply not be practicable in terms of the results to be 
accomplished. The maintenance of a cash basis of accounting in such circum¬ 
stances will result in no serious distortion. But accrual accounting should 
be used where unearned revenues and unapplied resources are significant in 
relation to the total. The modified accrual system seeks to identify these 
circumstances and to change the basis of accounting where it is justified in 
relation to the expense involved and the accounting skills which are available. 
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It may be noted that the use of accrual accounting lays the basis for, but 
does not necessarily imply, cost accounting for governmental activities The 
latter requires, in addition to accruals, the identification of units of work or 
performance, both organizationally and in an accounting sense, which permits 

measurement of unit costs over a number of fiscal periods. 

The advisability of maintaining a system of depreciation accountsis a 
miestion which is related to the establishment of an accrual system. Where 
commercial accounting is used, as for separately organized government cor- 
norations, depreciation accounts will customarily be maintained as part of the 
commercial accounting (accrual) system. More difficult cases arise where 
enterprise activity is not separately organized but is conducted within the 
general government sector by administrative departments and agencies. In 
these circumstances there are three classes of cases where depreciation 
accounting may be desirable. The first obtains where agencies engage in 
commercial-type operations and are intended to operate these at a profit or 
to avoid a loss. Since the measurement of profit (or loss) must include ade¬ 
quate allowance for the maintenance of capital equipment, a system of depre¬ 
ciation accounting must be used. 


The second class of cases relates to those governmental operations which 
provide services at cost to other governmental agencies, as in a central govern¬ 
ment printing establishment. In this case the prices to be charged by the 
servicing agency should be based on the cost of providing the goods or 
services, and depreciation accounting in the servicing agency will be necessary 
for a complete measurement of costs. 


The third circumstance embraces those cases where the original capital 
must be retained intact, possibly as a means of maintaining the credit stand¬ 
ing of a government, or in those governments where concepts of the cus¬ 
todianship of assets are firmly imbedded in institutional practice. In such 
instances capital costs must be “captured” in the sense that reserves be estab¬ 
lished for the replenishment of capital equipment as it wears out. Even in 
these latter circumstances, however, it is not generally appropriate to “fund” 
the reserve, that is, to maintain an offsetting investment in cash or securities, 
as is sometimes practised in private undertakings. 


Aside from these three general circumstances, depreciation accounting will 
usually constitute a refinement which does not justify the additional admin¬ 
istrative costs involved. Possibly for public buildings, and certainly for mili¬ 
tary and naval installations, depreciation accounts may not be meaningful, 
and some of the functions ascribed to depreciation accounting, such as the 
determination of asset condition, may be more easily performed by other 
means. 


In practice, most central governments use a mixture of cash and accrual 
accounting and the question becomes whether relatively more or relatively 
less emphasis shall be placed on the development of accrual methods. The 
mixture of cash and accrual always poses problems for the summary accounts. 
A summary account can be one of two types. The first is an aggregate of 




items that have been previously recorded; the totals are posted in summary. 
The second type consists of items which have been previously recorded 
and which are re-classified for summary purposes. If there were one single, 
“ideal” account classification for all governmental purposes, the first type of 
summary account would be all that is required, although it will reflect greater 
or less distortion depending on the extent to which the cash basis fails to 
record the volume of governmental activity which actually takes place in the 
fiscal period. The second type of summary account, requiring re-classification 
of recorded entries, can be uniformly presented on a cash basis, since an 
account maintained on an accrual basis may also be used to show the volume 
of cash transactions. 

C. Types of accounting records 

It has been emphasized throughout this discussion that an accounting and 
fiscal reporting system must be related to the character of a central govern¬ 
ment’s operations, to the purposes to be served by the accounts and to the 
availability of accounting and statistical skills. Nevertheless, there are certain 
general purposes and general types of accounts and records which are essen¬ 
tial to any modern control structure. 

Appropriation accounts should be maintained centrally by the ministry of 
finance to show continuously the status of fiscal authorizations made avail¬ 
able by the legislature, and the conditions, quantitative and qualitative, which 
have been attached to the exercise of these authorizations. 

Apportionment records should be maintained by the budget office, or other 
central control agency which may possess the authority to limit or transfer 
authorizations to agencies to whom appropriations have been extended. 

Operation-level accounts should be maintained by the administrative unit 
in charge of programme operations. These accounts should show appropria¬ 
tions and apportionments which are available to administrative units, together 
with obligations (encumbrances) and disbursements which have been charged 
against such appropriations and apportionments. Under appropriate condi¬ 
tions, such as for identifiable enterprise-type operations, operational accounts 
should be maintained in accordance with the recognized principles applicable 
to commercial-type ventures. Operational accounts should record all revenues 
and expenses and should embrace the assets and liabilities related to the 
programme of the administrative unit. In a well-developed system of account¬ 
ing, the operational accounts will include property accounts which are main¬ 
tained on a physical unit or groups of units basis, and integrated with the 
fiscal accounts maintained on the basis of monetary units. Accounts main¬ 
tained at the operation level should serve as the basis for budget requests. 

Disbursement accounts should be maintained by the finance ministry or 
treasury and integrated with appropriation accounts in such a way as to 
provide a continuous record of the fiscal authorizations available to each 
department or agency and the funds which have been expended in pursuance 
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of these authorizations. This, of course, assumes that disbursement functions 
have been centralized. When disbursement authority is decentralized, a central 
account in summary form should be maintained. 


D. Revenue accounts 


A number of the problems of accounting for revenues have been considered 
in connexion with pre-audit and post-audit, and in the considerations relahng 
to the establishment of working capital funds for enterprise activity. The 
general principles of accountability apply as well to accounting for revenue 
f 3 to accounting for expenditures. There are some additional considerations, 

however, which deserve brief mention. 


It is customary to maintain revenue accounts for the general government 
sector on a cash basis. As applied to tax receipts this means that items are 
recorded as they are paid into the Treasury. Supplementary accounts can 
nrovide additional information which is useful for accountability purposes 
and for management purposes. Refunds of tax receipts, differentiated in 
accordance with specific taxes, will contribute to a more effective adminis¬ 
trative control over a type of payment which may be subject to abuse. Supple¬ 
mentary accounts to show taxes assessed but not yet paid, and accounts to 
show the volume of tax forgiveness in cases of disputed liability will be useful 
for purposes of control and may provide data for economic analysis. This 
information is significant in determining the impact of tax collections on the 
flow of economic activity in the private sector of the economy. 


E. Closing the accounts 

It is customary in a number of countries for the government to postpone 
the formal closing of accounts until some time after the end of the fiscal 
year. This feature is more frequently applied to expenditures than to revenues 
and permits an extended period for payment of obligations which were in¬ 
curred during the fiscal year. In the Netherlands, for example, the books of 
account remain open for one year after the close of the fiscal year, and in 
France, for certain types of expenditures, the books are open for two months 
after the end of the fiscal year. In Sweden and in the United States, however, 
accounts are closed at the end of the fiscal year and all expenditures in liqui¬ 
dation of fiscal year obligations are carried forward to the following year, 
and booked as expenditures in that year. 

The practice of keeping books open for a specified period has the advantage 
of bringing cash disbursements somewhat more into line with obligations in 
a given fiscal year. However, no specific period will permit the liquidation of 
all obligations, and extending the period during which the cash accounts 
remain open inevitably delays the publication of the closed accounts. In gen¬ 
eral, it would appear to be a desirable practice to close the accounts as soon 
as possible after the end of the fiscal year. This would in no way limit the 
possibility for post-audit and the subsequent correction of entries. 

19 



V. Improvement of Accounting Systems 

Many of the problems of economic development have been described in 
terms of “vicious circles”—a situation in which under-development in one 
sector of the economy contributes to the under-development in a second sector, 
and the second sector, in turn, accentuates under-development in the first 
This kind of situation would seem to prevail in government accounting in 
many countries. The low level of accounting skills serves to perpetuate a cum¬ 
bersome and inefficient accounting system. The accounting system, in turn, 
is so badly developed that it does not call forth a higher level of accounting 
skills. As in other areas, a comprehensive approach is needed if lasting im¬ 
provements are to be secured. In this case, the level of accounting skills needs 
to be raised; the accounting and reporting system should be improved at 
the same time. Neither, taken by itself, is likely to be adequate. The improve¬ 
ment of both can represent a valuable addition to social capital. 

A. Accounting skills 

The task of improving the level of accounting skills available to govern¬ 
ments in under-developed countries can be facilitated by the development of 
more adequate training facilities than are now in existence. In any one coun¬ 
try there are a number of possibilities which may be explored. First, almost 
every country has educational institutions, either publicly or privately sup¬ 
ported, for the preparation of commercial accountants. The curricula of these 
institutions may be capable of expansion into courses in government account¬ 
ing procedure and technique. 

Second, central accounting agencies, or well-developed departmental 
accounting units, may be encouraged to introduce an interne training pro¬ 
gramme. Junior-level accountants without previous practical experience can 
be assigned to such a programme for a period of perhaps one year. A series 
of lectures for the interne group can serve for orientation to the nature of 
accounting operations within the government. After this period of orientation 
and training the internes can be assigned to responsibilities in either the cen¬ 
tral office or in departmental accounting units. 

Third, for accountants already employed in government, a significant 
advance in levels of skills can be secured by in-service training programmes. 
These may be offered after working hours, at nominal cost to the participant; 
the courses may be adapted to specific needs for the improvement of skills. 
In-service training programmes of this type have been successfully conducted 
for a number of years in the federal Government of Brazil by the Division of 
Central Administrative Services (DASP). 

The development of accounting skills of a higher level, such as those 
required for post-audit, or for the installation and operation of a pattern of 
internal reporting and control within a government agency, may be more 
difficult. In some countries it will be necessary to provide this type of training 
through scholarships and fellowships for study abroad. The training pro- 
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_ administered by the Technical Assistance Board can make importani 
& tributions here. For purposes of training accountants it may 
to "extend the scholarship beyond the conventional one-year period. Abo it 
L noted that study abroad in government accounting is likely to be 
““L fruitful if it is undertaken in a country whose administrative institutions 
m comP arable to those of the country from which the student comes. T is 
for example, that students from the Middle East are most likely to 
!ffit from a study of government accounting in France, since many admin- 
btrative procedures in these countries were originally devised on the French 

model- . , 

Tt should be stressed that the development of higher-level accounting skills 
within a government is of greatest importance. The utilization of modern 
techniques, such as machine tabulation and sample auditing, depends on sue 
Hdopmekt. Only when such skills are available can there be important 
increases in efficiency and a corresponding reduction in the number of man¬ 
hours devoted to accounting functions within a government. 


B. Accounting reforms 

In the improvement of accounting systems one of the most important fac¬ 
tors is the development of adequate standards of responsibility in the lower 
echelons of administration. Frequently, the institutional pattern which centres 
the responsibility for approving vouchers, or for signing contracts, or for 
countersigning cheques in the very top levels (e.g., office of the minister of 
finance) means that delay and inefficiency are inevitable in the conduct of 
transactions with government. An improvement in civil service standards and 
an improved level of public responsibility can develop the increases in effi¬ 
ciency which derive from the delegation of financial responsibility. 

Inefficiency in government accounting frequently stems directly from an 
institutional arrangement that sanctions repetitive accounting as a substitute 
for an adequate system to ensure accountability. Again, the inefficiencies of 
repetitive accounting can be eliminated by the delegation of financial respon¬ 
sibility and the development of a pattern of internal financial control to 
assure that the responsibility is maintained. Within any government there is 
a need for developing what might be called “the principle of adequate docu¬ 
mentation”. A system of budget execution must be administered by means of 
documentary evidence to support each point of control. Inadequate documen¬ 
tation encourages the misappropriation of funds. Superfluous documentation 
inhibits effective administration. 

In countries where standards of public administration are generally some¬ 
what low, it cannot be expected that the inefficiencies in government account¬ 
ing inherent in over-control can be remedied as soon as the problem is recog¬ 
nized. It seems likely that the execution of a government budget will neces¬ 
sarily be accompanied by a larger number of controls in most under-developed 
countries than in most developed countries. This is understandable and prob¬ 
ably inevitable. 
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The improvement of governmental accounting systems requires explicit 
recognition of the multiple purposes to be served by government accounts. 
Within a government, officials who are interested in administration, in eco¬ 
nomic planning, in the improvement of government statistics generally, and 
in auditing must be consulted in any programme for reform. Improvements 
in government accounting must represent, above all, a co-operative effort on 
the part of the large number of interested parties. While a comprehensive 
approach is needed in dealing with reforms in budgeting and accounting, an 
improvement in one phase can stimulate improvement in other phases. Re¬ 
forms in accounting need not wait on reforms in budgeting; reforms in 
budgeting need not wait on reforms in accounting. One can call forth the 
other. 

VI. Summary and Conclusions 

In every country the prevailing system of budget execution and government 
accounting needs periodic re-examination to determine its adequacy and the 
ways in which it should be adapted to meet the changing requirements of 
governmental administration. This point is further evident from the examina¬ 
tion of the specific country systems which are set forth in part II of this 
study. In France, Netherlands, Sweden and the United States, where fiscal 
techniques are well-developed, a continued re-adaptation and modification of 
these techniques is necessary. 

The need for reform of accounting and execution systems is most evident 
in those countries where considerations relating solely to accountability have 
come to dominate. Strict accountability for government revenues and expendi¬ 
tures, is, of course, of greatest importance. Very often, however, in estab¬ 
lishing institutional safeguards to control the use of public moneys, procedures 
have become cumbersome. The counter-signature of documents may be car¬ 
ried to extremes and repetitive accounting may occur. This condition of 
over-control very often fails to achieve the intended results of enforcing a 
high standard of accountability. Instead, it has the effect of hampering and 
delaying the conduct of the government’s fiscal affairs. 

The solution to problems of over-control is easy to state but frequently 
difficult to achieve. A system of government accounting and budget execution 
should maintain accountability by developing high standards of adminis¬ 
tration, accompanied by a considerable degree of delegated authority. This 
will provide administrators with a greater flexibility of action and will en¬ 
courage the development of responsibility. In application this would mean 
that external pre-audit control would be eliminated, and supplanted by a 
system of internal control under the supervision of the head of a department 
or agency. External and independent post-audit would be strengthened and 
expanded to include an appraisal of the effectiveness of the internal controls, 
and an appraisal of the effectiveness of the administration as a whole. The 
character of the post-audit of accounts would be altered to avoid the neces¬ 
sity for verifying every transaction. 
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TrMnrovements in government accounting systems should be based on 
explicit recognition of management needs. The central executive authority 
the legislature) requires information on the economic character of 
iovernmenS transactions in order to formulate policies relating to stability 
fnd development. The heads of departments and agencies, and the adminis¬ 
trators of particular organizational units, require information on the costs of 
L programmes which they are conducting. The development of cost data of 
type may require that accounts for certain programmes be maintained 
n an accrual basis. Even where a complete accrual system is not used, 
depreciation accounts may serve a useful purpose in particular cases. 

A modern system of budget execution will possess a considerable degree 
of flexibility. As economic conditions change, government revenues may 
vary sharply and expenditure requirements may alter. Within the fiscal year 
substantial modifications in particular programmes may be required. Flexi¬ 
bility in budget execution requires the elimination of rigid fund structures 
and of the practice of earmarking revenues. Flexibility also requires that the 
central executive authority possess specific powers to undertake modifications 
in expenditures in accordance with changing economic conditions. These 
powers, which may include such features as central authority to apportion 
expenditures of departments and agencies, authority to establish reserves 
against appropriations, and the use of contingency funds, must be carefully 
established and their use subject to scrutiny by an independent body, prefer¬ 
ably the legislature. 

The improvement of systems of government accounting must be based on 
a recognition of the multiple purposes to be served by the accounts the 
needs of the central executive authority, of the treasury, of the legislature, 
of the auditing court, of agency administrators. Improvements must be di¬ 
rected toward the system itself, its procedures and documentation, and toward 
the level of accounting skills available to governments. The latter requires 
investigation of a number of possibilities for the expansion of training facil¬ 
ities for government accountants, both inside and outside the government. 
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Part II 


GOVERNMENT ACCOUNTING AND BUDGET EXECUTION 

IN SELECTED COUNTRIES 

I. BUDGET EXECUTION AND CONTROL IN FRANCE 

French budget execution and control procedures are governed by the 
basic Decree of 31 May 1862 on Government Accounting and by a series 
of separate laws such as the statute on the control of committed expenditure 
of 10 August 1922 and various laws relating to the Court of Accounts, 
dating from 1807. 

Article 16 of the Constitution of 1946 provides that an organic law 
should comprehend the rules for budget presentation. In fulfilment of this 
Article, a Budget Reform Study Commission was established in 1948; this 
Commission has conducted a complete review of French budget procedure. 
In 1949 and in 1951, as an outgrowth of the Commission’s work, two pre¬ 
liminary drafts of an organic law on budget presentation, and on control 
of budget execution, were prepared and submitted to the Ministry of 
Finance. 1 

It should be noted that the Commission has only consultative status 
and that the final project for an organic law of the budget which the 
Government will submit to Parliament might differ substantially from 
its proposals. However, in view of the high standard of the members of the 
Commission and of the doctrinal value of its proposals, the work of the Com¬ 
mission deserves special attention. Moreover, the proposals of the Commission 
have influenced to some extent the partial reforms adopted by Parliament 
during the past four years. 

In this connexion, special mention should be made of the 1949 and 1950 
amendments to the voting procedure on the budget, which, although they 
apply only to the first phase of the budget cycle, nevertheless affect the execu¬ 
tion and control phase. 

Prior to the 1949 budget, expenditure and revenue had been dealt with, 
not in a single finance act voted by a specified date, but in several bills voted 
at various dates throughout the year. The 1949 and 1950 budgets marked 
the beginning of a new procedure—the system of ceilings (maxima )—-under 
which the main chapters of the budget (current expenditure, transfers, invest¬ 
ment expenditure, taxes, loans and non-recurring revenue) are voted at the 

i Commission de la reforme budgetaire, Avant-projet de la loi organique du budget 
(mimeographed), Paris, 1952. 
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V of the year, the details of expenditure and revenue being worked 

oufsubsequently in a series of separate bills. 

This is the procedure that had been recommended by the Budget Reform 
‘ mission. Although the 1951 and 1952 budgets departed from this method, 

. ° ay still become the established procedure if the budget reform bill pre- 
by the Commission is enacted. Articles 44 et seq. of this bill contain 

die following provisions: 

R.idset bills shall be tabled in the National Assembly before the first day 
of November preceding the beginning of the financial year for the purposes 
of estimating aggregate revenue and determining expenditure ceilings and 
before the first day of December for the purpose of appropriating funds tor 

each chapter. 


The general budget shall be voted by Parliament before the first day of 
Tanuarv though the Acts to appropriate funds for the separate chapters 
tunless they relate to expenditure in respect of equipment or public works) 
may be held over for a decision at a later date which may not, however, be 
later than the thirty-first day of March. Pending such decision, not more 
than half of the estimated expenditure under each chapter so held over in the 

draft budget may be committed. 


If the national budget is not adopted by the first day of January the 
Government shall apply to Parliament for authorization to give effect to all 
or some of the budget bills remaining to be considered. 


Apart from the foregoing changes in budget presentation, the draft law 
proposals of the Commission do not contemplate fundamental modifications 
in established procedure. Rather, the draft law is primarily a codification 
of existing practices for budget execution and control. 

In line with these developments, new execution and control procedures 
have appeared in the control of the financial operations of public un¬ 
dertakings. As a result of the nationalization of the coal-mines and of 
credit and insurance institutions, and also of the rapid post-war growth in 
the number of public undertakings, it had become necessary to devise more 
uniform methods, rules and practices in a sector where unco-ordinated finan¬ 
cial controls were becoming the rule. That was the aim of article 54 of the 
Act of 6 January 1948, which set up a Public Undertakings Audit Board as 
the first step toward financial control of all government-owned industrial and 
commercial undertakings, nationalized undertakings and joint-stock com¬ 
panies in which the Government owned at least 50 per cent of the issued 

capital. 

This paper notes these various developments but emphasizes particularly 
the traditional budget execution and control procedures. It is divided into 
three parts, dealing with (1) budget execution, (2) accounting and control 
methods, and (3) the problems connected with the special Treasury accounts 
and the control of public undertakings. 




I. Execution of the Budget 

Execution of the budget comprises essentially revenue operations, expendi¬ 
ture operations (commitments, settlements, issue of pay orders and payments) 
and Treasury operations (provision of funds to meet expenditure). These 
three series of operations will be examined separately, after some details have 
been given concerning organizational structure and the period of execution 
of the budget. 

A. Organizational structure; the principle of separation of 

ADMINISTRATIVE AND ACCOUNTING FUNCTIONS 

The organization of budget execution services in France is governed by 
the principle of separation of the functions of administrator and accountant, 
which consists in leaving to one category of officials the responsibility for 
the initiation of government revenue and expenditure within the limits au¬ 
thorized by the budget, and to the other the responsibility for collection and 
payment. The primary purpose of this separation is to safeguard the public 
funds, but it also enables the accountants to keep a check on the work of the 
administrators and prevent any irregularities. 

The distinction is strictly observed in the case of expenditure: the first 
three phases of execution—commitment, settlement and issue of pay orders— 
fall within the exclusive competence of specially designated administrative 
officials of the various ministries; payment, on the other hand, is a matter 
for the accounting officers who come directly under the Ministry of Finance. 

As regards revenue, the separation of functions is complete only in the 
case of income tax, where assessment is the responsibility of officials of the 
Direct Taxation Department, while collection is the responsibility of collectors 
who belong to the Treasury’s accounting staff. 

In the case of indirect taxes, assessment and collection are carried out by 
the same administration; in the more important services, the two functions 
are carried out by two distinct officials. In the other services, assessment and 
collection are sometimes merged for practical reasons and carried out by the 
same person. 

The separation of administrative and accounting functions has the fol¬ 
lowing consequences. First, it results in different sanctions for the two cate¬ 
gories of officials: whereas administrative officials are momentarily liable only 
where they have been de facto accounting officials, i.e., where they have 
unwittingly handled public funds, the liability of accounting officials is com¬ 
plete, and extends to all their property presently owned or to be acquired, 
which is mortgaged to satisfy any possible claims of the State. 2 

2 This paper does not examine the question of sanctions for budgetary irregularities. 
However, note should be taken of the establishment in 1948 of a Budget Disciplinary 
Tribunal to deal with irregularities by administrative officials. The Tribunal is an 
administrative body, independent of the Audit Court (Cour des comptes), although its 
chairman is also the First President of the latter. Penalties take the form of fines; the 
maximum firm depends on the ann ual salary of the official concerned. 
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c ^ly the separation involves a difference in accountancy; the accounts 
t dministrative officials reflect the operations for which they have committed 
° approved expenditure, and so are kept by budget years, whereas the 
accounts of accounting officials are kept by financial years. 

Lastly the separation is revealed in different administrative organization. 
Administrative officials are independent of the Ministry of Finance but ac- 
ounting officials form a corporate whole placed under the direct authority 
i the Ministry. This distinction applies only to the execution of expenditure 
since where revenue is concerned, all fiscal administration come under the 

Ministry of Finance. 

The Ministry of Finance and the Secretariat of the Budget. 3 At various 
times a Secretariat of the Budget has been established to assist the Minister of 
Finance. This was the case in 1925 and more recently in 1950. At present, 
the Minister of Finance is assisted by a Secretary of State for the Budget and 
a Secretary of State for Economic Affairs. 

The Secretary of State for the Budget is responsible for the preparation 
of the national budget and of the budgets of local government authorities 
and public undertakings. Budget proposals are submitted to him by the 
various ministries and bodies concerned. He must also forecast budget rev¬ 
enue: from state property, dues, taxes and, where necessary, loans and other 
Treasury devices, except that in respect of the last two items, he delegates his 
authority to the Public Debt Service and the Treasury Department of the 

Ministry of Finance. 

The Secretariat of the Budget includes a number of departments, of which 
the Budget and the Taxes Departments are the most important. The Budget 
Department, besides preparing the budget, is responsible for settling the 
budget accounts and must submit to Parliament a Settlement Bill which gives 
an account of the execution of the budget. 

The Taxes Department and the Customs and Excise Department control the 
fiscal administration. Prior to the Decree of 16 April 1948, the Taxes Depart¬ 
ment comprised four tax divisions (regies), each responsible for assessment 
of the various taxes: direct taxes, indirect taxes, registration fees and cus¬ 
toms. Since 1948, the Director-General of Taxes has been responsible for 
personal and corporate income taxes, business turnover tax, registration fees 
and stamp duties (property transfer tax, inheritance tax, taxes on legal instru¬ 
ments, etc.), while the Director-General of Customs and Excise has been put 
in charge of the consumption taxes on wines, spirits and other beverages as 
well as customs duties. At the lower level, however, the older organization 
into four main divisions still survives: direct taxes, indirect taxes, registration 
fees and customs duties. 


3 At present the Organic Law for the Ministry of Finance is that of 30 August 1940, 
as amended by three Decrees, dated 21 November 1946, 16 April 1948, and 2 August 
1950. 
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The Ministry of Finance has thirteen departments and services of which 
the most important are the Inspectors General of Finance (Inspection gene- 
rale des finances), the Public Accounts Department, the Public Debt Depart¬ 
ment, the Control of Committed Expenditure Department and the Treasury 
Department These services will be described in relation to the various execu¬ 
tion and control operations (see below, section I, C). 

B. Period of budget execution 

Originally in France the rules for the allocation of expenditure were based 
on the budget year system (systeme de Vexercice ), whereby all payments in 
respect of expenditure contracted for during the year and all receipts from 
assessments made during the year were included in the accounts for that year 
irrespective of when the payments were made or the receipts recorded. 

The antithesis of this system is the financial year system (systeme de la 
gestion ), whereby all payments made and vouchers issued during the year 
are included in the year’s accounts, irrespective of the year in which the debts 
are incurred or the claims originated. 

The budget year system was replaced by the limited budget year system 
(systeme de Vexercice limite) early in the development of French budget 
practice. Items for a particular financial year may be included in the accounts 
for that year for a limited period only beyond the end of the year (the limit 
period or periode complementaire) . At the end of this period, the accounts 
are closed and any later items are included in the next year’s accounts. 

The trend of recent reforms has been towards the introduction of the finan¬ 
cial year system and the reduction of the limit period so as to accelerate the 
presentation of the public accounts. 4 

The present system is as follows: 

(o) Revenue: since 1934, revenue is treated according to the financial year 
system. Revenue received after the end of the financial year is included in the 
next year’s accounts. 

(b) Expenditure: all salaries and wages and expenditure on equipment 
not exceeding 150,000 francs, are treated according to the financial year 
system. For expenditure on equipment exceeding 150,000 francs, limit periods 
extending into the next year have been set as follows: 

Until 10 February for vouchers and drafts; 

Until the last day of February for payments; 

Until 30 April for regularizing, by supplementary estimates, unavoidable 
expenditure the amount of which cannot be finally ascertained until the serv¬ 
ices in question have been rendered; 

Until 31 May for all other regularizing operations. 

Since 1937, expenditure on equipment required for programmes approved 
by Parliament is also treated according to the financial year system, with no 
limit period. 

4 Legislative Decree of 25 June 1934, and Act of 10 February 1939. 

28 



Th, Budget Reform Commission has recommended the final adoption of 

(а) That limited advance commitments against the following y 
be authorized as from the first day of November; 

(б) That no commitments for expenditure on equipment or works> shjld 
be accepted after the first day of December rather than after 15 Decembe 

as at present, 

C. Budget execution of revenue 

As regards revenue operations, it is important to note that the rule of 
separation of functions applies to income taxes, i.e., assessment and collection 
are conducted by different administrations. 

Assessment of income tax consists of two operations: 

(1) The preparation of master tax registers, which are permanent registers 
for entering the names of the taxpayers with their tax base; 

(2) The work of keeping the registers up to date by noting any changes 

since the previous year. 

This is followed by the settlement ( liquidation) of the tax which consists in 
preparing nominal rolls, one for each taxpayer, showing the amount of assess¬ 
ment for the various taxes for which he is liable. 

Collection is the function of Treasury accounting officials, collectors, reav¬ 
ers and paymasters. The paymasters take over the nominal rolls for which 
they are made responsible in their capacity as accounting officials. In turn, 
the individual receivers, and after them the collectors, are made responsible 
for their particular districts. 

As regards other taxes (indirect taxes, customs duties and registration 
fees), a single department is responsible for both assessment and collection. 
It may happen that different offices perform the two types of operation, but 
all will belong to the same department. 


D. Budget execution of expenditure 

Expenditure is carried out in two stages. The first or administrative stage, 
conducted by authorizing officials (ordonnateurs ), involves three operations: 
commitment, settlement and issue of pay orders. The second or accounting 
stage is that of payment, which is carried out exclusively by accounting 

officials. 

(1) Commitment. Commitment is the initial act which renders the State 
a debtor. It may be a legislative act or the individual act of a minister, or of 
an agent of a minister. 
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Certain forms of expenditure are the result of standing commitments in 
accordance with principles established by the existing law or by standing 
rules. This is the case with public debt service, and the wages, salaries and 
pensions of government officials. Other forms of expenditure, such as supplies 
or works contracts, or property leases, require a special, limited commitment 

Direct representatives of the Minister of Finance—known as Comptrollers 
of Committed Expenditure (controleurs des depenses engagees )—are attached 
to the different ministries and are responsible for verifying the accuracy and 
propriety of the commitment documents (see below, section II, A). 

(2) Settlement . The initial decision to commit expenditure is followed by 
the settlement, a specific estimate of the expenditure, whereby the amount 
of the claim against the State is settled and charged against budget funds 
This operation takes place after it has been established that the service was 
actually performed. As a rule, it is the responsibility of the creditor to sub¬ 
stantiate his claim by submitting an application for settlement, together with 
the documentary evidence required under the regulations. In the case of some 
payments, such as the salaries of civil servants, interest on government stock 
and retirement pensions, settlement is automatic, for in these cases settlement 
follows ipso facto from the examination of the staff records or the examina¬ 
tion of the securities, pension books or coupons at the time of payment. 

(3) Issue of pay orders . After the expenditure has been settled, a pay 
order is addressed by the authorizing official to the accountant. The pay order 

is issued in the form of a certificate entitling the creditor to obtain payment 
from a public paying office. 

Normally, pay orders are issued by the Minister, although he may delegate 
his authority to the various heads of departments. These, in turn, sub-delegate 
their authority to regional or local services. In practice, there are two types 
of pay orders: direct orders, and orders issued under sub-delegated authority. 
A direct order bears the signature of the Minister or of the head of a depart¬ 
ment in the central administration and is made out directly in favour of the 
creditor. An order issued under sub-delegated authority is made out in favour 
of a local service head who, within the limit of the amount stated in the 
order, may himself issue sub-orders or payment orders to meet the require¬ 
ments of his service. As compared with the originating authority—usually 
the Minister—the person signing such a payment order is described as the 
“secondary authorizing official”. 

(4) Payment. Payment is the exclusive responsibility of the accountants. 
In this connexion they act both as paymasters and as cashiers, being person¬ 
ally liable in either capacity. 

In his capacity as paymaster, the accountant first verifies the budgetary 
correctness of the payment and then satisfies himself of the reality of the 
payment, i.e., that the payment is in fact warranted. 

The accounting officials must be satisfied that the payment order is in con¬ 
formity with administrative regulations, in particular that it bears the stamp 
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of the Comptroller of Committed Expenditure, that the claim for payment is 
introduced before the end of the financial year and that sufficient funds 
available with which to discharge the liability. In the case of a direct order, 
tVie availability of funds depends upon the position of the budget item in 
mlestion* in the case of a payment order, upon the extent to which the 
amounts’stated in the particular voucher issued under sub-delegated author¬ 
ities have been drawn on. When the accounting official has satisfied himself 
of these particulars, he stamps the pay orders “passed for payment’ , subject 
to the proviso that the reality of the payment is not challenged subsequently. 

It is the further responsibility of the accounting official to satisfy himself 
that the payment corresponds to a service in fact rendered. Article 10 of the 
Act of 31 May 1862 stipulates that “no payment may be made except for a 
service rendered”. The accounting official bases his control upon the docu¬ 
mentary evidence attached to the pay orders. 

In his capacity as cashier, the accounting official discharges the liability, 
having first satisfied himself that no objection or prior claim has been raised. 

Special rules of execution are applicable in the case of expenditure relating 
to works programmes or works spread over a number of years. At the present 
time, these rules are based upon the provisions of the Act of 30 March 1947 
relating to the reconstruction and equipment budget for the financial year 
1947. This Act prescribes the method by which the State s capital investment 
is to be effected pending the promulgation of the organic law provided for in 
article 16 of the Constitution. Under these provisions, the aggregate expendi¬ 
ture relating to a works programme (reconstruction and equipment) are laid 
down by the Finance Act or by special legislation (autorisations de pro¬ 
gramme) . Payment of such expenditure is contingent upon the annual voting 
of payment appropriations which may not be exceeded. No service rendered 
may give rise to a claim payable before the date appointed by statute for 

payment. 

Capital investment is the subject of two separate instruments: “commit¬ 
ment authorizations” and “payment appropriations”. A commitment author¬ 
ization is called a “programme authorization” if it relates to public works 
expenditure. It is called a “promissory authorization” in respect of a subsidy, 
advance or loan, if it relates to financial investment. A programme authoriza¬ 
tion is valid indefinitely. It is subject to revision or recission by legislation. 
A promissory authorization is valid only during the year to which the budget 
relates. 

Payment appropriations are voted annually by Parliament. 

E. Treasury operations 

Cash operations relating to State revenue and expenditure are conducted 
by Treasury officials. 

The “Treasury” consists of all the public paying and receiving offices under 
the control of the Treasury Department of the Ministry of Finance. It has a 
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twofold function: (1) to assist the execution of the budget by collecting 
money and paying out money on behalf of the Government in accordance 
with the rules described above; (2) to provide for public expenditure even 
if budget revenue is insufficient. 

Normal resources of the Treasury consist of the deposits of various agen¬ 
cies which have a current account with the Treasury, as well as of the 
proceeds from short-term borrowing (Treasury bonds). Moreover, the Central 
Bank makes advances to the Treasury within a limit of 175,000 million francs. 

The sources of the Treasury’s current accounts are: (1) normal revenue, 
i.e., public revenue paid in to the Treasury by its various departments (a 
monthly statement of this revenue and of expenditure is published in the 
Journal officiel ); (2) deposits made by certain corporate bodies, including 
local bodies which are required to deposit their funds with the Treasury, 
the Credit Foncier and the Credit National which, in view of their frequent 
relations with the Treasury, leave a varying proportion of their liquid funds 
on deposit with the Treasury, subject to conditions specified for each body; 
finally (the large) deposits from the Caisse des depots et consignations, a 
special agency which acts as a “pool” and manager for social security funds 
and which receives the idle funds of savings banks; (3) the deposits of pri¬ 
vate persons, chiefly the credit balances of postal cheque accounts; (4) tem¬ 
porarily uncommitted funds which the Treasury collects under Special 
Accounts (see below, section III, A). 

II. Public Accounting and Control 

Budgetary control in France is undertaken by three different methods. 
First, by the Administration itself (administrative accounting, accounting by 
accounting officers, central control by the Ministry of Finance); next, by a 
competent body independent of both the executive and legislative powers, 
namely the Audit Court (Cour des comptes); and, finally, by Parliament 

A. Administrative control 

Two kinds of public accounts are kept: administrative accounts maintained 
by administrators and cash accounts maintained by accountants. 

Administrative accounts reflect the receipt and payments orders for which 
the administrators are responsible. These accounts are kept in each ministry 
by the authorizing agencies. They serve as the basis for: 

(1) On the expenditure side, a final statement on expenditures during the 
financial year which indicates by chapters: 

(a) Total credits; 

( b) The amount of settled commitments; 

(c) Total payments; 

( d ) The remainders to be paid. 
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This document, together with a table of items carried forward from previ- 
u vears now closed and a comparative table of expenditure in the 

JjJtand* the 7 previous year, is the final expenditure account of the ministry 

concerned , 

(2 ) On the receipts side, a final account of receipts published by the Min- 
is try of Finance which indicates: 


(a) The estimates; 

( b) Final assessments; 

( c ) Collections; 

(d) Amounts to be collected. 

The publication of final accounts of expenditures has been temporarily 
• iMTUDted. Final data on expenditures and the final account of receipts are 
centralized in the Ministry of Finance which transmits them to the Audit 

C° urt - 

The cash accounts reflect the operations of payment and receipt. The 
accounting officers at the lower levels, such as tax collectors, or the accountants 
of tax divisions, keep single-entry accounts consisting of: (1) a day-book in 
which the daily receipts and payments of cash and money-orders are recorded; 
(2) supplementary ledgers containing additional data according to each type 

of service; (3) a general summary. 

Senior accounting officials, such as paymasters and receivers, keep double- 
entry accounts. Detailed regulations for keeping these accounts facilitate their 
control and the preparation of totals or comparative statistics. 

The accounts of accounting officials are used in preparing the General 
Accounts of the Administration of Finance”, which provide a summary of all 
individual accounts and in which all public accounts are centralized. One of 
the most important accounts in this document is the “Annual Cash Account”. 
It opens with the bills and cash in the hands of the cashiers at the close of 
the previous year, then records all receipts and payments during the year, 
and closes with the balance in hand at the end of the year. One of the fea¬ 
tures of the general accounts is that they list not only actual expenditure but 

also commitments. 

An Audit Board, composed of members of the State Council and of the 
Audit Court, is responsible for seeing that the accounts of the various min¬ 
istries agree with the central accounts of the Ministry of Finance. It is 
anticipated that with the development of mechanical accounting procedures, 
the Audit Board may be abolished in the near future. 


Control by the Ministry of Finance. Each ministry has its own control 
system. It may be either control by ministry officials or control by special 
bodies such as the Comptroller-General’s Department at the War Ministry, 
the Inspectorate-General of Administrative Services at the Ministry of the 
Interior or the Inspectorate of Colonies at the Ministry of Overseas Terri¬ 
tories. 
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General and central control of the execution of the budget is, however 
the responsibility of the Minister of Finance, who, in addition to die control 
through the accountants, exercises his authority through the Control of Com¬ 
mitted Expenditure Department and the Inspectors General of Finance. 

Control of committed expenditure is an a priori control of authorizing 
officials. It is carried out by a Comptroller of Committed Expenditure attached 
to each ministry as a representative of the Minister of Finance. To ensure 
that he enjoys the independence necessary for effective control of the ministry 
to which he is attached, it is provided by law that the comptroller shall he 
directly responsible to the Minister of Finance and not to any other adminis¬ 
trative control nor to the minister whose accounts he inspects. 

It is not the duty of the Comptroller of Committed Expenditure to assess 
the advisability of expenditure; all he has to do is to verify that decisions 
involving commitments and orders to pay have been correctly made in accord¬ 
ance with the prevailing legislation. 

His duties accordingly are as follows: 

(1) The Comptroller gives his opinion on financial aspects and implications, 
but not on the substance, of every scheme, measure or decision requiring the 
approval of the Minister of Finance, and on any budgetary proposals put 
forward by the ministry to which he is attached. 

(2) The Comptroller keeps his own accounts which enable him to follow 
the use to which the ministry puts the appropriations granted to it. Every 
appropriation granted to the ministry is recorded by chapter in the accounts 
of committed expenditure. From the first day of the budget year, all perma¬ 
nent and certain expenditure is entered against these appropriations to show 
the funds which are available against which future expenditure can be 
charged as and when it arises. 

(3) The most important duty of the Comptroller is the certification of 
every commitment entered into and payment order issued by the ministry 
concerned: 

(а) Commitments are examined by the Comptroller from the point of view 
of allocation of the expenditure, availability of funds, accuracy of the esti¬ 
mate and conformity with existing legislation. If he considers the proposed 
commitment irregular, he refuses to certify it, and in this case it cannot be 
undertaken without the approval of the Minister of Finance; 

(б) No payment voucher may be submitted for signature to the authoriz¬ 
ing minister until it has been certified by the Comptroller. If the Comptroller 
finds any irregularities in the voucher, he endorses it to that effect and it 
cannot then be paid unless authorized by the Minister of Finance. 

Violations of the rules concerning the control of committed expenditure 
give rise to personal sanctions against the offenders. The absence of endorse¬ 
ment by the Comptroller nullifies the order of payment but not the commit¬ 
ment. 

(4) At fixed dates and in accordance with prescribed conditions, the 
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_ -roller of Committed Expenditure furnishes reports on the financial 
j^utration of the ministry concerned. The purpose of these reports is 
admi p ar liament to control more precisely the execution of the budget; 

(heyare also used by the central administration and the Audit Court for their 
a posteriori control. 

The control of committed expenditure was extended in 1936 to secondary 
authorizing officials by the appointment of local comptrollers in all mam 
® “ „ries and special comptrollers in public undertakings and financially 
autonomous services. This control, however, was abolished in 1947 and re¬ 
placed by a post-audit by Inspectors General of Finance. 

The Inspectors General of Finance are directly subordinate to the Office of 
. Minister of Finance. Its members are assigned each year to circuit di- 
'•sions each under a chief auditor, and each responsible either for a group 
f services in a number of departments, or for one particular service through- 
° t the whole of France. The authority of the Inspectors includes all financial 
administrations, local authorities, accountants of the Treasury and the Postal 
Administration and all secondary authorizing officials. 

Inspectors general make unannounced visits to audit accounts on the spot. 
They have no power of decision but report to the Minister any irregularities 

noted during their visits. 


B. Control by the Audit Court 

The Audit Court is an administrative tribunal independent of the legis¬ 
lative and executive powers. It is presided over by a First President and 
divided into five chambers composed of counsellors and commissioners. A 
Parquet , consisting of an attorney general assisted by two advocates general, 
is responsible for seeing that accounting officials submit their accounts and 
that the Court carries out its duties regularly. 

It is the Court’s duty to examine the accounts of accounting officials, but 
it has lately been endowed with increasing powers to scrutinize, in addition, 
the operations of administrative officials. 

The Audit Court and the accounting officials . The Court has general juris¬ 
diction over the accounts of all accounting officials. Its task, however, is 
simplified by the fact that paymasters assist the Court in the control of local 
authorities by settling the accounts of local authorities and public enterprises 
whose annual revenue during the preceding three years did not exceed twenty 

million francs. 

Statements of accounts of the accounting officials, together with the sup¬ 
porting documents, are centralized in the Public Accounts Department of the 
Ministry of Finance, which transmits them to the Audit Court. 

The First President distributes the accounts transmitted to him among the 
five chambers of the Court. For each account a rapporteur is appointed who 
verifies its correctness with the help of the supporting documents and is 
entitled to ask the accounting official for any information he may require. 
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The rapporteur’s findings are submitted to senior counsellors who issue 
a provisional verdict on the account. The accounting official concerned is 
notified of this provisional verdict and allowed two months in which to answer 
any objections or submit any comments. 

The Court then issues a final verdict or judgment. If the accounts are in 
order, the Court issues a discharge absolving the accounting official from 
any further liability. If the accounts show a deficit, the Court declares the 
official to be in default. By tradition, however, the Court passes judgment on 
accounts and not on officials. It only verifies the correctness of accounts. It 
does not pass judgment on the actual responsibility of the official, which 
is a matter for the Minister of Finance. Consequently, disciplinary action is 
not necessarily taken against an official declared to be in default; this would 
depend upon the causes and circumstances of the deficit. 

An appeal may be lodged against the Court’s judgment on either of two 
points: an appeal for a review if new evidence can be produced, or an appeal 
for annulment on a point of law. 

The Audit Court and administrative officials . Apart from its jurisdiction 
over the accounts of accounting officials, the Court has certain powers of 
investigation over administrative officials which make it an increasingly im¬ 
portant factor in the control of public finance. The President of the Court 
may transmit to the various Ministers the findings which result from their 
investigations. Similarly, the Attorney General of the Court may communicate 
with the heads of agencies. 

Control by the Court is also exercised by the issue of certificates of con¬ 
formity, and secondly by the Court’s annual report to the Head of the State. 

Certificates of conformity set forth the Court’s findings as to the agreement 
of the Minister’s accounts with those of the accounting officials. Each year the 
Court issues two general certificates: 

A calendar-year certificate that the general accounts of the Administration 
of Finance as at 31 December agree with the individual accounts of the 
accounting officials and that the rules of past financial years have been ob¬ 
served; 

A budget-year certificate based on a comparison between the accounting 
officials’ accounts and the administrative accounts, and that the rules of past 
budget years have been observed. 

There is generally a long delay in the issue of these certificates because of 
the time needed to prepare the general accounts for transmission to the Court 

Each year the Court submits a public report to the Head of the State, based 
on the audited accounts, in which it draws attention to the major irregu¬ 
larities noted by the Court in budgetary operations. The report also contains 
the Court’s recommendations for reforms and improvements. 

Control of social security . By an Act of 31 December 1949, as supplemented 
by an Administrative Regulation of 8 May 1950, the supervisory functions of 
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_ . , , it Court were extended to include all social security organizations. 

t 6 A .hat time every financially-independent private corporat.cn admin- 
Bering a compulsory social insurance scheme has been subject to contro y 

*^- 0U ^ntrol covers all aspects of their activities. A copy of each corpora- 
^‘accounts is transmitted to the Court within a time-limit fixed by the 
“blisters concerned, together with a statement of the audits and inspections 
^ied out by the inspectors of the particular ministry. 

The Court exercises administrative control only and submits reports to the 
trustees. These reports may be made public in the yearly report of the Court. 


C. Control by Parliament 

Parliamentary control is exercised either during execution of the budget, 
or after execution of the budget by means of the Settlement Bill. 

One opportunity for control during the execution of the budget is provided 
whenever the Government submits supplementary estimates. Another oppor¬ 
tunity is provided by a series of financial statements designed to keep Par¬ 
liament informed of the manner in which the budget is being executed. Under 
the Act of 19 July 1949, for example, the Minister of Finance is required 
to issue a quarterly statement of expenditure already approved and to publish 
at intervals the names of the various offices and establishments to which 
parliamentary financial control does not extend. More detailed information 
is made available to the finance committees of Parliament or their rapporteurs, 
to enable them to follow more closely the execution of the budget. These data 
include the reports submitted directly by the Comptrollers of Committed 
Expenditure and the information to which the rapporteurs of the various 
budgets have access now that they are authorized to make on-the-spot inves¬ 
tigations into the expenditure of funds granted under the budgets on which 
they are reporting (Acts of 31 March and 25 June 1947). 

Parliamentary control after execution of the budget is based on the Settle¬ 
ment Bill, which must be passed in respect of each budget. 

This Act lists actual revenue and expenditure under the same heads and 
in the same order as in the Budget Act, and strikes a balance for the budget 
year. If the balance shows a deficit, it is debited to a Treasury account, 
known as the Treasury Deficit Account. Any credit balance is used to clear 
the Deficit Account. 

The Settlement Act is the last opportunity for opening supplementary esti¬ 
mates for regularization purposes, despite the fact that the time-limit for 
the opening of supplementary estimates is 30 April. The Settlement Act is 
debated by the Assemblies in the same way as the budget, but is usually voted 
only after considerable delay and in an atmosphere of relative indifference. 

The proposals of the Budget Reform Study Commission set out to remedy 
these delays and provide that the Settlement Act shall be passed before the 
end of the year following the budget year concerned. Schedules to the Act 
will include accounts of operations covered by the annexed budgets and those 
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of the special services, reports from the Audit Court on the correctness of the 
government accounts, the balance sheets, operating accounts and profit-and- 
loss accounts of government public utilities and joint-stock corporations in 
which the Government owns not less than 50 per cent of the capital, and a 
statement showing the fluctuations in the principal items of government rev¬ 
enue in the course of the budget year. 

HI. The Special Treasury Accounts and the Control of 

Public Undertakings 

The system described in the foregoing pages represents the classic and 
largely traditional system of budgetary execution and control in France. For 
many years, however, certain government financial operations administered 
through “Special Treasury Accounts” have not been subject to the basic rules 
of budgetary control. This also applies to the financial operations of public 
undertakings, for which special rules have had to be made. 

A. The Special Treasury Accounts 

The Special Treasury Accounts, for which no appropriation is made in the 
budget and to which funds are advanced directly by the Treasury, are, in 
principle, suspense accounts for unforeseeable expenditure and receipts, bal¬ 
anced by corresponding receipts and expenditure (for example, the sureties 
deposited by officials). These include debtor services, to which the Treasury 
makes temporary advances, and creditor services, from which the Treasury, 
in turn, receives advances. 

After the First World War the Special Accounts were increasingly used to 
assist the operation of certain services without any budgetary appropriation; 
the services were supposed to balance their own accounts. Not being subject 
to the basic rules of budgetary procedure, these Special Accounts evaded 
parliamentary control, and, in certain respects, were exempt from supervision 
by the Minister of Finance. In 1946 there were as many as 312 Special 
Accounts, which were equal to one-half of the civil budget. 

Two Statutes, of 6 January 1948 and 8 March 1949 respectively, were 
enacted for the purpose of remedying this situation. The Special Accounts 
were reduced in number and their administration and accounting subjected 
to strict regulation. The Act of 6 January 1948 lays down the principle that 
the operations of the Special Accounts shall be subject to the same procedure 
of estimation, authorization, execution and regulation as the operations of 
the State budget. Parliament now receives a statement of their total annual 
estimated receipts and expenditure and each year must vote the necessary 
funds to cover their expenditure. Lastly, their operations have been made 
subject to the normal budgetary procedure of commitment and approval. 
Commercial accounts, however, are subject to the rules of commercial, not 
government, accounting. 

Control of the Special Accounts has been tightened up. Under the Act of 
6 January 1948, the Administration of Finance, the administrative and judi- 
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• 1 Undies and especially the parliamentary Assemblies can now, by means of 
Cltd nrial statement, scrutinize aU operations carried to these Accounts and 
put^through on the responsibility of the public authorities. 

B. Control of public undertakings 

The control of the financial operations of public undertakings has, in 

nt years been the subject of a series of enactments designed to establish 
amore*unified control organization and to centralize the various systems of 

control. 

Prior to the Act of 6 January 1948 instituting the Public Undertakings 
Audit Board, the system of financial control varied from one public under¬ 
taking to another and was not subject to any central body. In some cases, 
financial administration was subject only to the control of the ministry con¬ 
cerned; in others, the fact that government accounting officials were attached 
to the undertaking brought it under the control of the Audit Court. 

Earlier attempts to achieve centralization had had the result in 1934 of 
bringing the commercial accounts of financially independent government 
undertakings under the administrative control of the Audit Court and, in 
1939 and 1947, of extending that control to include all undertakings, what¬ 
ever their legal status, of which more than half the capital was furnished by 
the Government or which received an annual government subsidy of more 

than five million francs. 

This control by the Audit Court was recently strengthened and extended 
by the establishment of the Public Undertakings Audit Board (articles 56 
et seq. of the Act of 6 January 1948). The authority of the Board extends 
to all government industrial and commercial undertakings, all nationalized 
undertakings and all joint-stock companies of which more than half the issued 
capital is owned by the State. The Board is required to submit an annual 
report to the Audit Court as well as to Parliament and the Government. Its 
chairman is the President of one of the chambers of the Audit Court and 
each of its sections includes counsellors of the Court as well as senior officials 
of the Ministry of Finance and the Ministry of Economic Affairs. The Board 
has the following functions: 

(1) To verify that the balance sheets, inventories, profit and loss accounts 
and operating accounts submitted to it are properly and correctly drawn up; 

(2) To show clearly the results achieved by the undertakings and to assess 
future prospects; 

(3) To appraise the quality of the commercial and financial administration 
of the undertaking; 

(4) To propose any necessary changes in the structure and organization 
of the undertaking; 

(5) Where an accounting official subject to the Audit Court is attached to 
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a particular undertaking, to audit his accounts so as to enable the Court to 
pronounce its judicial verdict on the accounts as submitted. 

The Board has no power of decision but may submit special reports with 
recommendations to the Ministry of Economic Affairs and other ministries 
concerned. 

Under an Act of 27 May 1950, the Board lost its authority over the na¬ 
tionalized banks, whose accounts are now examined by the Bank Control 
Commission, established earlier as part of the organization of the credit 
system. Nevertheless, although the Audit Board no longer carries out bank 
investigations, steps have been taken to preserve unity of control over the 
management of public undertakings. In the first place, the chairman of the 
Credit Section attends the meetings of the Bank Control Commission. Sec¬ 
ondly, the Control Commission is required to submit its reports to the Audit 
Board, which discusses them in plenary session and may, if necessary, include 
recommendations for improvement and reform in its general report. The 
Audit Board may also request the Bank Control Commission to investigate 
any particular matter. 

As regards the control of industrial and commercial undertakings to which 
accounting officials subject to the Audit Court are attached, the Audit Board 
proposed in its report of 26 January 1951 that such control should revert to 
the Audit Court exclusively. 


IV. Characteristic Features of the French System 


The following would appear to be the distinctive characteristics of the 
French system of budget execution and control: 

(1) Separation of administrative and accounting functions. This feature 
is designed to safeguard public funds and to provide an additional control 
of the various ministries by the Minister of Finance, since all accountants are 
placed under his authority. 


(2) Strict procedures for expenditure. Budget execution is divided into 
four stages (commitment, settlement, issue of payment orders and actual pay¬ 
ment) in order to avoid irregularities, to keep expenditure within the limits 
of actual credits, and to ensure that payment is made only after services have 
been actually performed. 


(3) Comptroller of Committed Expenditure. The presence of a direct rep¬ 
resentative of the Minister of Finance within each ministry is perhaps the 
most original feature of the French system. Comptrollers of Committed 
Expenditure exercise an a priori control over all authorizing officials. No 
commitment may be entered into without the approval of the Comptroller, 
who examines it from the point of view of allocation of the expenditure, 
availability of funds, accuracy of estimates and conformity with prevailing 
legislation. This is a powerful instrument of control in the hands of the 
Minister of Finance. 



(4) Broad authority exercised by ^ Audi^Court. 

j urisdictinn it, finding, to d» 

administrative powers: the Court may conn Hea a of the State, 

various Ministers, and it publishes y ear ^ e P^^ . cont / ol functions have 
which have recently aroused great interest. Also, its control 

been extended to all social security organs. 

Adaptation to meet changed conditions. New problems arising from 

f.S "nnt.nl nf publie enterprise.. In nddi.inn, it h„ been d eemed de.nt.bl. 
to conduct an over-aU review of existing procedures through a Budget Reform 

Study Commission. 



n. BUDGET EXECUTION AND GOVERNMENT 
ACCOUNTING IN THE NETHERLANDS 


Government budgets usually cover a period of one year and consequently 
the accounts cover the same period. The period of time necessary for the 
drafting of the budget estimates and proposals, their enactment and execu¬ 
tion and the relevant accounting is longer than one year, however, and often 

considerably longer. It is this latter period which is covered by the budget 
cycle . 

Five phases can be distinguished in this cycle, following each other in 
chronological order, although partly overlapping. They are: 

Phase 1. Drafting of the budget by the executive. 

Phase 2. Submission of the budget estimates and proposals to Parliament. 
Discussions and enactment of the budget bill. 

Phase 3. Execution of the budget proposals, i.e., incurring of obligations 
and the consequent expenditure authorized by the budget act; collection of 
budget revenues; keeping of accounts of receipts and expenditures by the 
executive. 

Phase 4. Audit of the accounts. 

Phase 5. Enactment of the accounts by Parliament. 

The Netherlands Constitution contains a limited number of provisions con¬ 
cerning governmental budgeting and accounting. Detailed regulations are 
laid down in the Accounting Act of 1927 (Comptabiliteitswet, 1927). When 
mention is made in the following pages of “the Act”, it is in reference to 
this Accounting Act. 


I. Execution of the Budget 

A. The fiscal year; receipts and expenditures 

The fiscal year corresponds with the calendar year in the Netherlands. 
Government accounting is maintained according to the cash system; it is 
necessary, in accordance with the Accounting Act, to indicate the receipts 
and expenditures which fall under a given fiscal year. 

For receipts, the practice is that taxation and other revenues pertaining to 
a given fiscal year are those received during that year. If this provision were 
consistently applied, the results of any given fiscal year would be largely 
dependent upon the more or less accidental date of receipts. Regulations 
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therefore provide that some claims arising during the fiscal year, but no co - 
lected during that year, should nevertheless be included in the year s accaun , 
if they are received not later than 31 December of the following year. Thus, 
the cash records for the fiscal year remain open for one additional year as 
far as these specific receipts are concerned. 1 The specific claims to which this 
rule applies include, among others, rents, redemption payments and interest 
on advances made by the Government, and interest and profit from govern¬ 


mental enterprises. 

As regards accountability for taxation revenues, detailed regulations aim 
at ensuring, as far as possible, that the amounts due from taxpayers for any 
given fiscal year are credited to that year. 2 

As for expenditures, the claims for payment to creditors for any fiscal year 
are those which have arisen during that year. This means that those accounts 
payable by the Government which arise during a fiscal year are charged to 
that year. In order to be able to include these payables as far as possible in 
the cash accounts, it is required that the cash records should also remain 
open for one year in respect to this expenditure. 3 

There are, however, some claims which have arisen and are paid by the 
Government to creditors after the expiration of the fiscal year, but which 
should nevertheless be charged to that year. The Act sets forth these obliga¬ 
tions which are paid in the following fiscal year but which pertain to the 
preceding year: interest on the national debt due on 2 January, and expendi¬ 
ture on deliveries which should have been made in the fiscal year, but which 
were delayed owing to special circumstances and were made before 1 June 

of the following year. 4 


In the case of large construction projects (e.g., canals), for which amounts 
have been appropriated in the budget for a given year, but where the project 
will not be completed during that year, the legislature can provide that unused 
balances be carried forward to a subsequent fiscal year. 


It is evident from the foregoing procedures, that in accordance with the 
Act, each departmental account must be closed definitely on 31 December of 
the year immediately following the fiscal year. 


B. Financial supervision by Ministers as heads of Departments 

The Netherlands budget is divided into separate chapters, amounting in 
1952, for example, to twenty in all. Each chapter of the budget falls under 
the supervision of a specific Minister, the head of a Department. A Minister 
may supervise more than one chapter. 

A chapter of the budget forms one appropriation and is subdivided into 
sections, subsections and articles. The Minister functions as the certifying 
officer for the chapter of the budget which he supervises; that is to say, he 
orders that obligations be incurred, that claims arising therefrom be approved 


L 2 » 3 » 4 These features make the cash system a modified accrual system. 

43 



and that payments be effected. He may delegate this authority, but responsi¬ 
bility continues to be his. 

The latitude a Minister enjoys in his capacity as certifying officer for a 
chapter of the budget is limited, in the first instance, by a legal regulation 
which states that all expenditure must be brought under some article of the 
budget. This means that the nature of the expenditure must fall within the 
definition of the article and also that sufficient funds must be available under 
that article. If sufficient funds are not available, the Minister is authorized to 
transfer funds to that article from the article “unforeseen expenses”, with the 
reservation that this can only be done in respect of those articles for which 
this is specifically permitted in the budget act. The Minister’s authority to 
effect such transfers is consequently a very limited one. 

In the second instance, the Minister is subject, in his capacity as certifying 
officer, to supervision by the Minister of Finance. The law reads: 

“Our 6 Minister of Finance is charged with the supervision of expendi¬ 
tures from the Treasury in so jar as the necessary funds have been appro - 
priated in the budget for the making of such expenditures . e 

C. Allotments 

The control exercised by the Minister of Finance is made effective by legal 
provisions which prescribe that no payments may be made other than those 
for which the Minister of Finance has issued the necessary allotments. 

This confers great power on the Minister of Finance, for if he refuses to 
issue an allotment, the payment cannot take place. It is obvious that so 
formidable a weapon cannot be put in the hands of a Minister without de¬ 
tailed instructions in the law outlining the conditions under which allotments 
may be refused. Here the law states: 

“The Minister of Finance can refuse the issue of an allotment (the 
opening of a credit) for reasons other than of an administrative nature: 

“(a) If it appears to him that the proposed payment will not be allocated 
to the proper article of the budget; 

“(6) If insufficient money is available in the appropriation under the 
relevant article of the budget for the proposed payment; 

“(c) If the relevant chapter of the budget has not yet been determined 
by law; 

“(d) If in his opinion, on the basis of the supervision with which he is 
charged, there are grounds for so doing.” 

In the event of refusal under (6) and (d) the Council of Ministers (Cab¬ 
inet) can be called upon to decide the issue. Should the latter decide that a 


8 The Queen’s. 

9 Italics added. 
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credit must be opened, the Minister of Finance immediately communicates 
this decision to the General Auditing Court. 

Requests for the issue of allotments are received in the Finance Ministry 
both It regular intervals, that is, once a month for expenditure recur¬ 

rent nature, and intermittently, for example, for large purchases and for 
execution of construction projects. 


D. Cash management 

The management of government funds is administered by persons desig¬ 
nated for that purpose by the Minister concerned. They are known by the 
name of comptabelen, that is, fiscal officers, and are accountable to the Gen¬ 
eral Auditing Court. In order to be able to make payments, they receive 

advances 7 in lump sums. 

Although the Minister concerned could have all payments under his chapter 
of the budget made by his fiscal officers, in practice he does not do so- A 11 
payments of any size are made by the Treasury’s Central Disbursing Office. 
This Office effects payments by transfer from its postal account or its account 
with the Central Bank of the Netherlands to the postal or bank account of 

the payee. 


II. The Accounting of the Netherlands Government 

The Act prescribes that the bookkeeping of each Department and of all 
its subordinate agencies shall be organized and maintained according to 
instructions issued by the Minister of Finance after consultation with the 
Minister concerned and the General Auditing Court. 

A. The bookkeeping of a Department and its subordinate agencies 

The heads of the financial administrations of subordinate agencies are 
divided into three categories: fiscal officers A, B and C. Fiscal officers C have 
to maintain a bookkeeping system which, in view of the fairly large scope 
of their financial administration, corresponds with that of the Department 
itself. The financial administration of fiscal officers A is very small (at most 
about fifty payments per month) ; they can conduct this without accounting 
or administrative assistance. The administration of fiscal officers B is on a 
larger scale; they have a certain amount of accounting and administrative 
assistance but make payments under a limited number of budget articles only. 

7 These funds are maintained in cash and on deposit in an account with the Nether¬ 
lands Post Office. One of the activities of the Netherlands Post Office is the provision 
of facilities for opening accounts whereby transfers from one account to another are 
facilitated. Inasmuch as more than 500,000 business firms and private persons have 
opened such accounts, this clearing or transfer service of the Netherlands Post Office 
replaces to a large extent the method of effecting payments by cheques drawn on 
bank accounts. If a fiscal officer has to make a payment to a person who also has a 
postal account he effects such payment by means of transfer; otherwise by cheque. 

Revenue collectors receive a very great part of the taxes by means of transfer to, and 
by remittance by tax-payers into, the collectors postal account. 
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The following ledgers must be maintained by fiscal officers A and B: 

Fiscal officers A Fiscal officers B 

A cash-postal account ledger A cash-postal account ledger 

A trust account register A trust account register 

A register of invoices received and 
claims for reimbursement of trav¬ 
elling expenses and other personal 
expenses 
A debtor ledger 
A budget accounts ledger 

In the cash-postal account ledger (single-entry bookkeeping) cash entries 
and postal account entries are recorded in duplicate. 

Fiscal officers A and B also administer receipts and disbursements not 
related to the budget, such as withheld income tax, advances to government 
officials for official travel, etc. These debts and claims are entered in the trust 
accounts register. 

Accounts payable (invoices for deliveries, claims for reimbursement of 
travelling expenses and the like) are entered in the register of invoices. With 
the help of this register the fiscal officer can determine, among other things, 
the total of unliquidated obligations. The debtor ledger is used for entering 
amounts to be received as credits to revenue. In the budget accounts ledger 
expenditures and receipts are specified according to articles of the budget. 

Fiscal officers A and B must submit an accounting statement to their De¬ 
partment once per month. Three copies of this accounting statement are 
prepared: one for the Department, one for the General Auditing Court and 
one for their own records. The copy for the Department is to be accom¬ 
panied by the original vouchers and the top sheets of the cash-postal account 
ledger. 

Taking the month of September 1952 as an example, these monthly accounts 
will include: 

(1) A cash summary statement showing the balance on 1 September (cash 
and postal account), total receipts and total expenditures (with a breakdown 
of budgetary and non-budgetary items) for the month of September, and the 
closing balance on 30 September. 

(2) A request for replenishment of the cash for estimated expenditure 
during the month of November 1952. In due course, on the basis of his 
request, the fiscal officer will receive from the Treasury’s Central Disbursing 
Office the funds requested, transferred to his postal account, or another sum 
as determined by the Department. 

(3) A breakdown of budgetary receipts and expenditures for the month 
of September 1952. 

(4) In a column headed “current obligations”, arranged by article, the 
amounts unpaid at the end of September. 

(5) A request for an allotment for November 1952, in which the fiscal 

46 



affinor snecifies article by article the amounts he estimates he requires for 
that month. If he receives no comments, the fiscal officer may draw in ovem- 
ber against the allotments requested for November. 

After review by the Department, the budgetary receipts and expenditures 
in the fiscal officer’s cash ledger are consolidated into the Departments 
accounts by means of a journal entry. The current obligations mentioned 
under (4) remain outside these central accounts and consequently serve in or- 

mational purposes only. 8 ,, 

The bookkeeping of fiscal officers C is maintained by means of the double¬ 
entry system, and consists of loose ledger -sheets and control sheets. Entries 
on the ledger sheets are copied to the control sheets with the aid ot a 

small bookkeeping machine. 

The items which are entered on the ledger sheets are derived from: 

(a) Cash statements (not a cash book, but daily statements) ; 

(fc) Requests for payments in the form of cheques and postal account 

transfer slips; 

(c) Information received from the Department, as, for example, payrolls 
for salaries. 

The ledger accounts consist of two groups: budgetary accounts (cash and 
postal), and debtors and creditors accounts. 

At the close of the month, fiscal officers C must render a monthly account, 
as described above for fiscal officers A and B. Vouchers are not required to 
be forwarded, since they are audited on the fiscal officer’s own premises by 
site audit (see below, section IV). 

The fiscal officer balances his books monthly by crediting and debiting 
his Department with all budgetary receipts and expenditures. The Department 
makes a contra journal entry, whereby the entries in the budgetary accounts 
of the fiscal officers C are consolidated into the Department’s accounting 

records. 


The accounting records of a Department are organized along the same 
lines as the bookkeeping of fiscal officers C. In the Department’s accounting 
records are entered (1) receipts and expenditures of the Department itself, 
(2) the entries included in the central bookkeeping 9 of the Ministry of 
Finance and (3) at the end of each month the relevant entries from the sub¬ 
ordinate agencies. Thus, each month all receipts and expenditures falling 
under the Department’s management are centralized in the Department’s 
accounting records and a trial balance is then prepared. 


B. The Government Central Accounting Office 

The central accounting section of the Ministry of Finance is known as the 
Central Accounting Office (Rijkshoofdboekhouding). It records cash reve- 

8 This provides data on accruals. 

9 The accounting records of the Departments and the Central Accounting Office are 
correlated by means of two inter-office accounts (see section II, B). 
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nues and bank and other claims and debts, in so far as these are not under 
the management of the Departments. 

One of the first groups of items to be recorded are payments made by the 
Central Disbursing Office. These payments are based on requests forwarded 
to the Ministry of Finance by the respective Departments. 

A second group of items consists of receipts (e.g., tax receipts) paid into 
the government account with the Central Bank of the Netherlands or into the 
Treasury’s postal account but which are credited to one of the Departments. 

A third group of entries arises out of inter-office items (charges and credits 
between the different Departments) which are administered by means of 
inter-office vouchers forwarded to the Government Central Accounting Office. 

The Govermhent Central Accounting Office maintains two inter-office 
accounts, A and B, with each Department In inter-office account A are 
entered all items arising on the Department’s own initiative, e.g., dispatch of 
advances from the Central Disbursing Office to the fiscal officers, all payments 
made by the Central Disbursing Office on request of the Departments, and 
charges on the inter-office vouchers received from other Departments. Thus, 
for all these items the inter-office account A is debited in the Government 
Central Accounting Office. (The Department itself credits its own inter-office 
account A in respect of these items.) 

On inter-office account B are entered those items for which the initiative 
does not lie with the Department, e.g., departmental revenues received at the 
Central Bank or on the Treasury’s postal account, or amounts credited to the 
Department in respect of an inter-office voucher of another Department. Thus, 
the inter-office account B is credited for all these items in the Government 
Central Accounting Office; the Department debits the items in its own inter¬ 
office account B. 

The Government Central Accounting Office prepares a trial balance each 
month, whereupon this trial balance is consolidated with the balances received 
from the Departments. The inter-office accounts are thereby cancelled out. 

HI. Types of Audit; Internal Audit 

A. Distinctions in auditing 

In describing the auditing system of the Netherlands there are four dis¬ 
tinctions which should be observed:* 

(1) Internal or external audit refers to the position occupied by the 
auditor in relation to the person from whom he receives his instructions in 
the organizational hierarchy. If the auditor or auditing office comes under 
the authority of the chief of the organizational unit whose financial admin¬ 
istration is being subjected to audit, one speaks of internal audit. If the 
auditor is independent of the unit whose financial administration he audits, 
thus receiving his instructions from one occupying a higher place in the 
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organizational hierarchy, or standing outside that hierarchy altogether, one 
speaks of external audit. 

(2) Preventive or repressive audit refers to the distinction between an 
audit before payment (pre-audit) or after payment (post-audit). The most 
effective audit is the preventive, applied before payments are made, but this 
tvne of audit as applied to large-scale financial administrations is difficult, 
time-consuming and expensive. Also, it hampers the smooth operation of 
financial administration. As a result, audit, especially external audit, is prin¬ 
cipally of the repressive, or post-audit type. 

(3) An audit may also be characterized by whether it seeks to determine 

propriety, legality or efficiency. 

An audit as to propriety must determine whether the person who has 
received, or is to receive, a payment is, or was, entitled to the payment. This 
audit proceeds on the basis of a number of documents: a purchase order or 
contract for the delivery of goods or performance of services, an invoice, 
a statement regarding the acceptance of goods or services and their quantity, 
price and quality in relation to the purchase order or contract, a receipt for 
payment, etc. An audit of propriety also covers an arithmetic check on 

accuracy. 

The formal audit, or check on legality, must ascertain whether the fiscal 
officers were justified in making their payments, in the sense that sufficient 
funds were available under the relevant article of the budget and that the 
payment was charged to the proper article. It must also be determined whether 
the officials involved in the administrative process have remained within the 
limi ts of their authority. 

There is, in addition, the control of efficiency, that is, determining whether 
the expenditure has been economical; in other words, whether the same results 
could have been achieved at lower cost. 


(4) The difference between desk and site audit is also a distinguishing 
characteristic. In the desk audit the auditor has the accounts forwarded to 
him with all the supporting documents and examines this material at his 
own office. Additional information must be requested in writing. In the case 
of site audit, the auditor visits the office to be audited and performs his 
assignment there. The latter has the advantage that the auditor can ask for 
information and can acquaint himself with the immediate situation, thu9 
obviating a good deal of correspondence. 


Outside of government administration, site audit is employed as a matter 
of course and desk audit is an exception. Governmental audit, particularly in 
the case of external audit, is traditionally based on desk audit and site audit 
is generally regarded as the exception. There is, nevertheless, a development 
in the direction of site audit. In addition to those advantages already men¬ 
tioned, this type of audit avoids the necessity of despatching large quantities 
of documents, which documents, in general, are needed in the administrative 
unit itself for purposes of reference; even if duplicates are available, these 
duplicates do not contain all the information shown on the original docu- 
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ments. Mechanization also makes any audit other than site audit a matter o i 
great difficulty. 

B. Audit within the Executive 

Every Minister, as head of a Department, has an auditing section at his 
disposal which audits the financial administration of his Department and of 
its subordinate agencies. This audit is, to a large extent, of the preventive 
type. 

The system whereby allotments are issued by the Minister of Finance acts 
preventively, particularly as a control on efficiency. When a request is received 
for the granting of an allotment, there is, it can be assumed, an article of 
the budget under which funds are still available. Other formal conditions will 
also have been satisfied; in other words, the propriety and legality of the 
request will have been established. 

Efficiency control is required at this juncture. A considerable period often 
elapses between the time when the budget was framed, or when the legislature 
passed the budget, and the time when budget proposals are executed. During 
this period any number of conditions may alter, which, had they been known 
before, would have changed the appropriations in the budget. The request 
for the granting of an allotment now enables the Ministry of Finance to check 
the plans for the execution of the budget against current conditions. 

The supervision exercised by the Minister of Finance is not, however, 
confined to the granting of allotments. He has attached to his Department a 
separate section known as the Central Inspection Service, which is charged 
with the post-audit of the financial administration of the various Departments. 
Its staff is largely composed of certified public accountants. The post-audit 
it performs is not exhaustive; the Service makes a judicious selection from 
the large number of possible audit assignments (for further details see sec¬ 
tion IV, C). 

The audits carried out by the Ministry of Finance are audits by the exec¬ 
utive and are, with respect to the latter, internal audits. This Ministry’s audit 
of the other Departments has, however, the character of an external audit. 

IV* Audit on Behalf of the Legislature 

The legislature has two bodies at its disposal for exercising its own super¬ 
vision of the Government’s finances. These are the Committee on Govern¬ 
mental Expenditures and the General Auditing Court. 

A. The Committee on Governmental Expenditures 

This is a permanent Committee consisting of seven members of the Second 
Chamber. 10 The Standing Orders of the Second Chamber state in respect to 
its authority that: 

10 The Netherlands States General consists of two Chambers. The Second Chamber 
has the authority to initiate legislation and to amend legislation introduced by the 
Government. 





“The Committee serves to inform the Chamber concerning the expendi¬ 
ture of the funds granted in the National Budgets. For this purpose it is 
authorized to consult Ministers both verbally and in writing and to request 
the Government for the information and documents it requires in order to 
fulfil its task. The Committee is to submit to the Chamber a written report 

of its dealings at least once every three months. 

“All documents submitted by the Government to the Chamber and 

directly concerning the Committee’s task are to be put at the Committee’s 
disposal, as described above. The Committee is to report on these docu¬ 
ments within two months after the date of their receipt by the Committee. 
Should the Committee not be ready to do so within this time, it is to 
request a prolongation of the period.” 

Thus the Committee’s task is to supply the Second Chamber with informa¬ 
tion regarding the disbursement of budgetary funds. In view of the size of 
the Government’s financial administration, the Committee could hardly be 
charged with audit. This task is entrusted to the other body, the General 
Auditing Court. The annual reports of the General Auditing Court and all 
governmental accounting documents are transmitted to the Committee in 
order that it may report on them to the Second Chamber. In addition, the 
Second Chamber is informed by the Committee of the correspondence be¬ 
tween the General Auditing Court and the Government (copies of which 
are submitted to the Committee) regarding differences of opinion of a finan¬ 
cial nature. 

B. The General Auditing Court 

The Court L a permanent, independent body which performs the external 
audit of the Government’s finances on behalf of the Legislature. 

The Constitution reads: 

“There exists a General Auditing Court whose composition and task 
are governed by law. When a seat in this Court becomes vacant the Second 
Chamber of the States General is to propose three persons to the King 
who appoints one of them. 

“The members of the Court are appointed for life. The law can provide 
that they should be retired at a given age. 11 They can be dismissed or 
retired by decision of the Supreme Court of Judicature in cases specified 
by the law.” 12 

The Act which governs the tasks and composition of the General Auditing 
Court is the Accounting Act of 1927. The fact that the Constitution and 
statutory law govern the General Auditing Court makes the Court independent 
of the Executive, which is essential in view of its task as external auditor. 

The General Auditing Court consists of three members. One of these is 
appointed its chairman by the King. There are, in addition, two acting mem- 

“The Accounting Act provides that the members and acting members should bo 
retired at the end of the year in which they reach the age of 70 years. 

12 Impeachment, misconduct, incurable illness and the like. 
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Ws who are called upon to deputize for members temporarily absent. A 
secretary is placed at the Court’s disposal, appointed by the King from three 
nominees put forward by the Court. 

The Court’s staff, approximately 200 in number, is appointed, as regards 
its upper ranks, by the King on the Court’s recommendation, and, as regards 
its lower ranks, by the Court itself. The members’ salaries are determined by 
the Accounting Act of 1927. 

The Court’s resolutions are passed by majority vote at the Court sessions. 
The Court has the task of (1) furnishing advice to the Crown on all docu¬ 
ments submitted to it for that purpose, (2) providing information to Ministers 
at their request, (3) instructing and supervising fiscal officers (see below, 
this section), (4) maintaining a register of all loans chargeable to or guaran¬ 
teed by the Government, (5) actual auditing, and (6) preparing an annual 
report. This report must be submitted to the King prior to 1 April. The King 
brings the report to the attention of the States General before the opening of 
the next general session, whereupon the States General publishes it. This 
annual report forms a highly important State document; it enables every 
citizen to acquaint himself with the opinion of an independent body of control 
regarding the management of the Government’s finances. 

The General Auditing Court and the fiscal officers. The fiscal officers are 
appointed by the Minister who is in charge of the budget chapter under which 
their financial administration falls. Thus they are subordinate to the Minister 
in the organizational hierarchy, while at the same time they have a func¬ 
tional relationship to the Minister of Finance and the General Auditing Court 

Since the entire financial administration of the Government is apportioned 
among the fiscal officers, the General Auditing Court can exercise its control 
by auditing the accounts of these fiscal officers. Consequently, the Act includes 
a number of provisions outlining the obligations of fiscal officers to the 
General Auditing Court, which at the same time prescribe what must be done 
if they do not fulfil such obligations. 

The most important of these are: 

(1) The fiscal officer is obliged to provide detailed statements of all his 
cash and postal accounts and all information regarding his payments, which 
the General Auditing Court or the Minister of Finance may require. 

(2) The fiscal officer must submit detailed financial statements in the 
manner and within the period prescribed by the General Auditing Court 
after consultation with the Minister concerned. 

(3) The fiscal officer must furnish a reply to “objections” made by the 
Court with reference to his accounts within the period determined by the 
Court. 

(4) The fiscal officer must lend his co-operation during the General 
Auditing Court’s site audit Should the fiscal officer fail to fulfil his obliga¬ 
tions to the General Auditing Court, the latter may impose a fine on him. 

The Act states that fiscal officers are not relieved of responsibility for their 
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financial administration other than by the issue of a statement of discharge 
to that effect by the General Auditing Court. 

The fiscal officers’ accountability to the General Auditing Court is strongly 
underlined by this provision. It may be noted that it is in pursuance of thi* 
relationship that the General Auditing Court exercises considerable jurisdic¬ 
tion over the fiscal officers. It is for this reason that in the countries of Europe 
this independent control body has traditionally had the title of “court”. 

The General Auditing Court and its auditing task. For its audit of revenues 
the Accounting Act provides that methods and procedures are to be deter¬ 
mined after consultation with the Ministers concerned. 

The greatest share of the Government’s revenues are made up of tax re¬ 
ceipts, for which the Minister of Finance has organized a continuous audit 
of the'tax collectors. The General Auditing Court convinces itself of the effec¬ 
tiveness of this audit in order to avoid the necessity of conducting its own 
audit, in so far as this appears to be feasible. 

Other receipts are paid into the fiscal officers’ cash and postal accounts and 
the audit of these coincides with the General Auditing Court’s inspection of 

the disbursements. 

For expenditures the Accounting Act generally requires a repressive or 
post-audit. There are, however, two classes of cases in which it is possible 
to have a preventive audit. For the first, the Act prescribes that before a 
request for payment is signed, the Minister may request the opinion of the 
General Auditing Court. In this way the Minister can ascertain whether the 
Court will raise any objection to the proposed disbursement at a later date. 

The other class of cases rests upon a resolution of the Council of Minister* 
instructing Ministers to request the General Auditing Court’s advice before 
proceeding to admit or pay compensation on the grounds of equity. For 
example, it often happens that a building contractor engaged on a govern¬ 
ment project suffers losses for which he has no right to compensation accord¬ 
ing to the terms of the contract. If the Minister concerned is of the opinion 
that it would be equitable, nevertheless, to grant the contractor some com¬ 
pensation, he must first of all secure the opinion of the General Auditing 
Court. For, if during its post-audit the General Auditing Court should find 
the compensation to be too high or unnecessary, with payment already having 
been made, it would be impossible, or in any case extremely difficult, to 
demand and obtain re-payment of the sum involved. 

The control of propriety and legality, which can be described as verifica¬ 
tion, is precisely defined in the Act. Except in the case of secret expenditure, 
the General Auditing Court investigates with regard to every other payment: 

(1) Whether the expenditure lies within the definition of the article of 
the budget under which it has been brought, and further whether it falls 
under the fiscal year to which it has been charged and if the available funds 
under the article of the budget were sufficient. 

(2) Whether the claims were not barred by the statute of limitations. 
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(3) Whether the supporting documents handed over have been truthfully 
compiled and are sufficient to support the creditor’s claims. 

(4) Whether, in general, no law, royal decree or other legal provision 
stands in the way of post facto approval. 

If the expenditure complies with the above-mentioned requirements, the 
General Auditing Court will approve it, which means that it declares that 
the expenditure can be included in the government accounts and that 
the Minister is discharged of his responsibility for it. 

The audit as a control of efficiency has for a long time been treated in a 
rather vague fashion both in the Act and in practice. One still frequently 
encounters the opinion that control of this kind is not a part of the respon¬ 
sibilities of an independent auditing body. 

The Netherlands General Auditing Court regards the control of efficiency 
as an integral part of its task. It cannot, however, withhold its approval 
of a disbursement on these grounds. The legislative provisions, in accordance 
with which the General Auditing Court undertakes this control, read as 
follows: 

“1. The General Auditing Court is in duty bound to supply the Min¬ 
isters with all suggestions and information which could in its opinion lead 
to the reduction of government expenditures and to the augmenting of 
government revenues and to the improvement or simplification of the 
government 9 s financial administrations . 13 

“2. It is its duty to inform the Ministers of all criticisms and objections 
regarding revenues and expenditures which it may judge to be in the 
interests of the government Treasury , 14 

“3. It is authorized to impart to the Minister of Finance and to the 
States General such information as it regards necessary in the interests 
of the Government and to consult further with these bodies in these 
matters. 

“4. It is to investigate as far as possible whether government property 
which is capable of bearing a yield is sufficiently productive and whether 
the provisions pertaining to this are being properly complied with. The 
results of its inquiry into this matter must be mentioned in its annual 
report.” 

It seems possible that more money is lost in the government services 
through lack of efficiency than through fraud, duplicate payments, etc., 
so that there is good reason to accord an important place to efficiency 
control. 

The Accounting Act prescribes that all expenditures bearing on the budget 
are to be subject to the post facto approval of the General Auditing Court 
If expenditures are approved, the General Auditing Court so informs the 
Minister concerned, whereupon he enters the expenditure in that section of 



13 » 14 Italics added. 



the government account corresponding with his chapter of the budget. 
If objections to approval arise during the audit, the General Auditing Court 
so informs the Minister with the request that necessary action shall be taken 
to remove them. The Minister has three months in which to reply, which 
period can be extended twice by the General Auditing Court. After these 
periods have expired the Court comes to its final verdict. 

Refusal of the Court’s approval can have two consequences. The first is 
that the amount of the unapproved expenditure is paid back into the Treas¬ 
ury. If repayment is not iriade, the Accounting Act prescribes the second 
procedure. Within three months after the Minister has been informed of 
the final verdict, a bill must be introduced in Parliament in which it is 
stated that the General Auditing Court must examine the payment of the 
government expenditures. This is known as an indemnity bill. This latter 
procedure is not pleasant for the Minister concerned, who now must defend 
the actions disapproved by the General Auditing Court in an open session 
of the States General. 

The General Auditing Court is authorized to approve payments charged 
to a fiscal year for a period of two months after the accounts for that year 
have been closed. Thus, the accounts for the fiscal year 1950, closed on 31 
December 1951, can be approved up to the end of February 1952. If 
approval is requested after this date, the expenditure must be charged 
to the budget appropriation for the year 1951. 

The General Auditing Court and extra-budgetary disbursements. Should 
the Court find that expenditures have been incurred which have not been 
provided for in the budget, it must request the Minister concerned for 
information on the matter. If the Court is of the opinion that this informa¬ 
tion does not sufficiently justify the Minister’s action, it informs the King 
to this effect. It must also report this in its annual report and is authorized 
to bring the matter to the immediate attention of the States General. These 
provisions can refer to expenditures incurred over and above the appro¬ 
priation in the budget or to those for which the budget made no provision. 

It is obvious that there are cases in which the Government is forced 
to expend moneys for which no funds or insufficient funds have been pro¬ 
vided in the budget, for example, in the event of disasters. 

C. The co-ordination of audit 

It is apparent from the foregoing that the financial administration of the 
government Departments is supervised by various internal and external 
auditors, such as the internal auditors of the Ministers, who administer 
a chapter of the budget, the (external) auditors of the Minister of Finance 
and the highest of all external auditing bodies, the General Auditing Court. 
All these auditors have to verify the same records and vouchers, even 
though their approach varies. It is obvious that the danger thereby arises 
that audit work will be performed which could be avoided if there were 
adequate co-ordination and consultation. 



In general, procedures are so arranged that internal auditors on the 
lowest level will have to check almost everything, while auditors at a higher 
level (the external auditors in the various branches) can limit their check 
by relying upon the internal audit. In principle this means, however, that 
the higher auditor has to receive the reports or findings of the lower auditors 
and that the latter enjoy a certain personal independence in their reporting. 
For, if the lower auditor’s hierarchic chief could prevent him from passing 
on certain findings to the higher auditor, the latter would not be able to 
rely on the lower forms of audit. If the principle mentioned is complied 
with, the higher auditor can limit the scope of his work. 

The General Auditing Court has always worked in this direction and 
endeavours to leave verification as much as possible to the lower auditing 
bodies, confining itself to: 

(1) Participation in the drawing up of the lower auditor’s audit pro¬ 
gramme; 

(2) Ascertaining by test check whether this audit programme is being 
properly adhered to; 

(3) Examination of the reports of the lower auditors and the taking of 
action, if necessary, on the basis of them; 

(4) Applying itself independently to the appraisal and improvement of 
efficiency in the government Departments. 

Important progress in the co-ordination of the various audits has been 
made in a recent agreement between the Ministry of Finance and the General 
Auditing Court. This agreement 16 provides for periodic (monthly) con¬ 
sultation between the Central Inspection Service and the General Auditing 
Court by means of a Contact Committee. Often when the Central Inspection 
Service (which is in the early stages of its development, having been inaugu¬ 
rated in 1945) contemplates starting an inspection in fields which fall under 
the jurisdiction of the General Auditing Court, or would like to introduce 
modifications in existing audits, an audit programme is drawn up, or mod¬ 
ified, as the case may be, by mutual agreement. The General Auditing Court 
also receives a duplicate of the relevant audit reports from the Central 
Inspection Service. By this means duplication is avoided without impairing 
the efficacy of the work of the General Auditing Court. 

D. Other aspects 

Should it appear during the course of a financial year that more funds 
will be expended under certain articles of the budget than had originally 
been voted, or if new needs arise, the Government submits bills asking 
that these sums be granted (supplementary appropriations). 

As the time approaches when the accounts must be made up, it invariably 
appears that there is a shortage of funds under some articles of the budget, 

18 Comparable with the Joint Accounting Programme of the United States Government 
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while under others there may be funds available. Since the General Auditing 
Court may only confer its post facto approval against which can be set ofi 
surplus on other articles if the budget appropriation is sufficient, all 
Screak on the articles must be voted by the legislature. In order to cover 
these matters, the Government submits supplementary estimates, which, if 
they are passed by Parliament, are known as regularization. 

The Ministers are required to make up the accounts of expenditures for 
those chapters of the budget which they administer. These accounts must 
, despatched to the Minister of Finance before 1 April of the year following 
die year in which the books are closed (i.e., the 1950 accounts must arrive 
before 1 April 1952). The Minister of Finance prepares the account for all 
revenues. The subdivisions of the accounts must correspond with those 
of the budget appropriations. From the separate departmental accounts 
the Minister of Finance compiles one general account of the Government s 
revenue and expenditure and submits this before 1 June to the General 

Auditing Court for its approval. 


V. Enactment of the Accounts by Parliament 

When the General Auditing Court has approved the general account it 
submits it to the King. Thereupon, a bill is introduced by the Government 
proposing that the balance of accounts shall be enacted. Appended to the 
bill are all the accounts approved by the General Auditing Court and also 
a memorandum compiled by the Minister of Finance giving a retrospective 
survey of the results of financial administration during the relevant fiscal 
year. This survey is therefore a review of the closed accounts, a counterpart 

of the budget message. 

Thi 9 bill must be put before the States General before the end of the 
second year after the expiration of the fiscal year to which it refers (e.g., 
for the fiscal year 1950, before 31 December 1952). When this bill has 
been passed and become law, the executive is discharged of its responsibility 
for the financial administration for the fiscal year in question. This brings 
the budget cycle to a close. 


VI. Miscellaneous Provisions 

A. Government funds 

The Accounting Act of 1927 requires that a separate financial administra¬ 
tion be prescribed, by special law, for certain portions of the Government’s 
activities. From the financial point of view these items are partly trust 
funds and partly special funds. 

The financial administration of these funds is organized along precisely 
the same lines as already described for the chapters of the budget. Each 
fund is entrusted to one of the Ministers and the General Auditing Court 
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performs the external audit. The accounts of these funds are appended to 
the general account. 

Two examples will serve as illustrations: the General Pension Fund is 
administered by the Minister of Internal Affairs. It is a trust fund into 
which the Government and government officials make contributions and 
out of which pensions are granted. The Zuyder Zee Fund is administered 
by the Minister of Transport and Public Works for purposes of drainage 
of the Zuyder Zee. Receipts of the fund come from general revenue. 

B. Government enterprises 

The Accounting Act of 1927 permits certain branches of the Government 
to be administered in a manner other than described heretofore. This 
administration is consequently governed by special law. The branches of 
government affected are those of a commercial character, such as the Post 
Office System, the State Printing Office, the State Mines in Limburg, etc. 

It is obvious that cash bookkeeping would be inadequate for these enter¬ 
prises. Therefore, they maintain a commercial bookkeeping system in which 
not revenue and expenditure, but profit and loss, are reported in the annual 
accounts. 

Budget estimates are drawn up for government enterprises, and are voted 
by the legislature just as are ordinary budget estimates. Financial adminis¬ 
tration is conducted by the management of the enterprise, although respon¬ 
sibility resides with a specific Minister (for the State Printing Office: the 
Minister of Internal Affairs; for State Mines: the Minister of Economic 
Affairs). The General Auditing Court audits their financial administration 
and must approve the annual accounts. These accounts are appended to the 
general account mentioned above. 

C. Government corporations 

The Accounting Act of 1927 sets forth no general regulations concerning 
financial administration for government corporations, which are private com¬ 
panies whose share capital is either wholly in the hands of the Government 
or owned to such an extent that the undertaking is run for practical purposes 
on the Government’s account. Special regulations have been drawn up for 
only two government corporations, whereby the General Auditing Court is 
charged with a certain, although very limited, degree of control over their 
financial administration. The General Auditing Court’s audit embraces a 
report to the Parliament. 



Distinctive Characteristics of the Netherlands Syste 


I f 


The obviously significant feature of the Netherlands system of budget exe¬ 
cution and government accounting is the General Auditing Court, its respon¬ 
sibilities and operations. 
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The high prestige of the Court may be attributed to its broad statutory 
uthority and to its independent position in relation to the administration. 
The auditing work of the Court contributes to effective administration, with¬ 
out undue interference in the internal affairs of the Ministries, by concen¬ 
trating on repressive audit (post-audit). The authority of the General Audit¬ 
ing Court is also enhanced by its close functional relationship to the fiscal 

officers. 

Apart from the work of the General Auditing Court, the Netherlands system 
is characterized by a well-developed system of internal audit and control. 
The allotment system gives each Minister the flexibility in budget execution 
which is necessary for the modification of programmes to meet changing 
conditions. The Central Inspection Service contributes to the effectiveness of 

internal administration. 

In accounting, the Netherlands Government achieves flexibility within a 
general pattern of uniformity by differentiating among classes of fiscal officers 
and their corresponding accounts and reports. 

Finally, it should be emphasized that the Netherlands system of budget 
execution and accounting is well integrated and reasonably comprehensive. 
Internal and external audit are co-ordinated to avoid duplication. Central 
auditing authority is maintained over all government enterprises and over 
some government corporations. 





m. BUDGET EXECUTION AND GOVERNMENT 

ACCOUNTING IN SWEDEN 


The Constitution of Sweden establishes and limits the fiscal authority of 
the State and assigns responsibility for the budget. For example, the Consti¬ 
tution prescribes that the Parliament (Riksdagen) alone shall possess taxing 
authority; this right is not given in the Constitution, but is recognized therein 
as one of the ancient rights of the people. The Constitution also requires that 
each year the King present to the Parliament a statement of the financial 
condition and needs of the Government, as regards income and expenditures, 
claims and debts. 

In practice, the Government’s budget is presented by the King to the Par¬ 
liament as the first proposal of the session. This proposal includes requests 
for authority for expenditures for the forthcoming fiscal year and recommen¬ 
dations regarding the need for taxes. As Parliament approves the amounts 
requested in the budget, it is expected to adopt taxation needed to cover 
expenditures. 

In the Swedish governmental system civil law must he enacted jointly by 
the King and the Parliament The budget is not a civil law and is adopted 
by the Parliament. The King cannot veto the budget, but need not utilize all 
the money provided therein. The King may not initiate a governmental loan 
without authorization by Parliament Parliament has responsibility for the 
national debt and all loans are issued by the National Debt Office (Riks- 
galdskontoret), a parliamentary office which is not under the supervision of 

the King. 

I. Budget Preparation 1 

The administrative unit in the Swedish Government is the central agency. 
Although each ministry will embrace a number of agencies, the agencies are 
not, strictly speaking, subdivisions of the ministry. The ranking officials in 
each agency are appointed by the King in Council. The central agencies have 
authority to appoint other officials within the agency; they have a high degree 
of independence in the conduct of their day-to-day operations within the 
framework of the rules and instructions determined by the King in Council. 
With respect to their budgets, the central agencies may undertake expendi¬ 
tures on their own responsibility within the limits prescribed by the King in 
Council. Some small agencies are attached to the central agencies for budg- 

1 For further description of the budget system of Sweden see United Nations, Budgetary 
Structure and Classification of Government Accounts , New York, 1951, pp. 68-81. 
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. a and accounting purposes. Public undertakings, like central agencies, are 
Iso administrative units for budgeting and accounting purposes. 

In general the lines of responsibility in the Swedish Government run 
directly between the agency and the King in Council, and not from the agency 
♦ the ministry and to the Cabinet, as in some parliamentary systems. The 
Cabinet members act as advisers to the King and are, in this respect, respon¬ 
se to the Parliament. The protocols in Council are reviewed by a parlia¬ 
mentary committee on constitutional procedure. This committee reports 
annually to Parliament and this report may include remarks concerning 
advice made by members of the Cabinet. 

Each central agency and each public undertaking initiates its own budget 
equests. These requests are then sent to the respective Ministers, who examine 
[he requests in consultation with the Minister of Finance. The final draft 
budget is discussed in and approved by the Cabinet. 

The agency estimates are customarily submitted in September of each 
year These estimates show (a) the amounts provided by the budget in recent 
years together with an explanation of differences between previous estimates 
and actual expenditures and (6) requests for expenditure authority for the 
forthcoming fiscal year, supported by a listing of the number of employees 
in specific salary grades and justifications for increases or decreases over the 

previous fiscal year. 

Each central agency request usually embraces the subordinate agencies 
which are attached to it for budgetary purposes. The requests must be classi¬ 
fied in accordance with the type of appropriation (or grant) which is to 
be used (see below, section II). 

Each ministry has responsibility for the detailed preparation of its section 
of the budget, including the printing of this portion of the budget bill. The 
decisions on the requests, however, are the collective responsibility of the 
Cabinet These are generally arrived at after consultation between the respec¬ 
tive Minister and the Minister of Finance. Cabinet approval is in the form of 
an action by the King in Council. 

The revenue estimates which go into the final draft budget are prepared by 
the General Accounting Office (Riksrakenskapsverket), attached to, but oper¬ 
ating independently of the Ministry of Finance. These estimates are conceived 
to be the responsibility of this Office and not of the Ministry of Finance. On 
the basis of these estimates, the Ministry of Finance will shape the final form 
of the proposed budget, which may include requests for additional taxation, 
as the situation requires. 

During the time that revenue estimates are being prepared, the Institute 
for Economic Research (Konjunkturinstitutet), operating independently 
under the Ministry of Finance, prepares a report on developments in the 
national economy, including an analysis of recent price and production 
changes, and shifts in the import-export position. Also, a special committee 
within the Ministry of Finance prepares a report on estimates of resources 
and expenditure (national budget) for the forthcoming year. On the basis 
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of these two reports, the Minister of Finance prepares his financial plan, 
which includes an analysis of the proposed budget surplus or deficit in rela¬ 
tion to the economic outlook, and an analysis of the economic effects of tax¬ 
ation, subsidies and social expenditures. The financial plan and economic 
analysis of the Minister of Finance is included as the first appendix in the 
budget. The report on revenue estimates by the General Accounting Office, 
the national budget (national income) projection by the special committee 
of the Ministry of Finance and usually the economic report by the Institute 
for Economic Research, are also published as appendices to the budget, a 9 
are the detailed budgets for each ministry. In legal terms, the detail for each 
ministry is published as an excerpt from protocols kept in Council meeting, 
signed by a secretary of the ministry. 

The draft budget is approved by the King in Council, and on his command, 
delivered to the Parliament at the opening of the session, which is early in 
January. 

II. Budget Authorization 

Parliamentary action on the budget is undertaken by committees. The 
Government’s requests for new tax measures, as well as a renewal of previous 
tax authority, are submitted to a taxation committee. Expenditure requests 
are submitted to a budget committee, with the exception of requests for the 
Ministry of Agriculture, which are examined by a parliamentary committee 
for agriculture. Each appropriation (hereafter referred to as “grants”) is 
voted separately by the Parliament, after its examination by committee. The 
parliamentary decision is then transmitted to the King. 

It is customary for the parliamentary committees to examine the budget 
carefully. Changes may be made in both revenues and expenditures. The 
budget summary statement is approved by the Parliament at the end of May 
in each year. The fiscal year extends from 1 July to 30 June. 

In legal terms the approval of the budget by the Parliament is not com¬ 
parable to the enactment of a statute. Rather, the action takes the form of 
extending an authorization to the King. This means that the action of Par¬ 
liament is final; the King in Council may not authorize agencies to spend 
more than has been authorized by Parliament, but the whole amount of the 
parliamentary authorization need not be used. 

Budget authorizations take a number of forms. These include: 

(1) Estimated grants are used for about one-half of the authorizations 
voted by the Parliament. These grants are used for programmes which have 
a statutory basis that embodies a pattern of control, such as family allow¬ 
ances, housing allowances and pensions. The essential characteristic of an 
estimated grant is that the voted amount may be exceeded, although the 
voted estimate is intended to be as accurate as possible. The estimated grant 
thus provides a considerable degree of flexibility in administration and avoids 
the necessity for action by Parliament on every occasion where authorizations 
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f expenditure must be increased. In special cases where estimated grants are 
t^be exceeded. Cabinet approval must be secured. 

(2) Limited grants are used in those cases where a specific appropriation 
. „ oss ible and where flexibility is not required. These would include such 
items as the support of the royal household and certain contributions to asso¬ 
ciations and other institutions. 

Authorizations for the payment of salaries are treated as follows: tor 

dinary employees, salaries are limited in terms of position classification, 
° f d estimated as to amount. For non-ordinary employees, salary authoriza¬ 
tions are limited as to amount. The salary authorizations approved by Par¬ 
liament also include a supplementary amount which is paid in accordance 
with changes in the cost-of-living index, is available to all employees, and is 
ot limited in amount; the rates of compensation are based on agreements 
^ith employee organizations. In particular cases, where personnel needs are 
subject to rapid change, as in the customs authority where salary payments 
are a function of fluctuating volume of imports, salaries for non-ordinary 
employees are exempt from the limitation in terms of amount. 

(3) Extended grants are limited with respect to amount, but are available 
for utilization during a period of three years beyond the budget year. Ex¬ 
tended grants are customarily used to authorize expenditures for public 
works, equipment, construction and procurement. 

In the capital budget all grants are extended grants. In addition, public 
works such as roads and military construction which are in the current budget 
are also on extended grants. For long-term construction projects in the capital 
budget the grant is available until the construction is completed. 

The use of extended grants for public works means that the Government 
(King in Council and the agencies) may have available, at any one time, a 
substantial volume of public works projects that have been authorized. The 
Government, however, is not required to undertake all of these projects and 
thus possesses considerable flexibility to alter the volume and geographical 
distribution of the projects to meet changing employment conditions. 

Except in unusual circumstances, the Parliament does not approve obliga- 
tional authority without a corresponding provision of expenditure authority. 
However, in the case of military procurement, construction by public enter¬ 
prises and similar outlays, authority to undertake long-term contracts is 
authorized by Parliament in order to facilitate long-term planning and thus 
minimize costs. These special authorizations are outside the scope of the 
budget and are not a part of the summary budget accounts, although the cur¬ 
rent year’s utilization will, of course, be reflected in an extended grant. 

In addition to the ordinary budget, the Parliament makes provision for 
two emergency budgets, one to be used in the event of the risk of war, the 
other to be used in the event of economic crisis with accompanying unem¬ 
ployment. Both of these budgets are voted each year, the first in terms of 
estimated grants, and the second in terms of limited and extended grants for 
public works designed to be employment-creating. The emergency budgets 
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do not include provision for revenues, although the National Debt Office is 
authorized to provide the Government with sufficient means to implement the 
emergency budgets in case of necessity. 

Supplementary budgets have also been used in recent years in Sweden. 
These are voted during the fiscal year to which the budget authorization 
applies and make it possible for the Government to meet unforeseen needs 
and book unforeseen expenses in the year to which they are applicable. Sup¬ 
plementary budgets are not regarded as desirable, but rather as necessary 
accompaniments of a rapidly changing economic situation. 

Action by Parliament on the budget takes the legal form of authorizing 
the King to permit expenditures to be made, and to assign the authorized 
revenues to cover these expenditures. The King must then authorize govern¬ 
ment agencies to make expenditures. Although parliamentary action is in 
terms of the major titles in the budget, this action has the effect of deter¬ 
mining expenditure in accordance with the details incorporated in the budget 
submitted by the King. Parliamentary authorization determines the purpose 
of the expenditure. 

The King makes the grants immediately available to the agencies, and 
no effort is made to apportion the grants on a quarterly or monthly basis. 
This is in accordance with the philosophy that considerable freedom and 
responsibility must be extended to the agencies in administration. Unusual 
budgetary circumstances are always subject to examination by the King in 
Council. 

Budget authorizations always extend to central agencies, which are treated 
as a budget and accounting entity. These agencies maintain accounts in the 
general ledger of the State and have authority to draw cheques. The smaller 
agencies must secure their expenditure authority from the central agencies 
which takes the form of opening separate accounts for them in the Bank of 
Sweden (Riksbank). The smaller agencies must report their expenditures to 
the central agency. Field offices are financed by their central offices and are 
included in the accounting systems of the respective central agency. 

HI. Fund Structure 

The financial activities of the Swedish Government have traditionally been 
administered through various funds established in order to segregate partic¬ 
ular kinds of transactions. The most important of these is the general fund 
(Statsregleringsfonden) which embraces all receipts estimated in the budget 
and all expenditures provided in the current budget. The general fund is 
divided into three statements or accounts. The first is the budget equalization 
fund which records the resulting surplus or deficit in the current budget. 
Current deficits are intended to be covered in future budgets, so that the 
balances are carried forward from one year to the next. The second account 
in the general fund records the money reserved oh extended grants. The third 
account in the general fund records balances in the tax account. Tax collec- 
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Hons and unpaid taxes are shown, including the amounts due at the begin¬ 
ning of the year, and amounts of unpaid taxes collected, and the amounts 

outstanding at the end of the year. 

Each of the public undertakings controlled by the Government has a special 
fund Accounting for the enterprises is on a different basis than for agencies; 
each enterprise maintains a balance sheet and a profit and loss statement in 
accordance with commercial accounting procedure. The government budget 
reflects only the net profit or loss from these operations. 

There are other special funds within the budget. For example, some capital 
assets are budgeted by special funds similar to those of enterprises. Separate 
funds are established for public buildings and for loans for social and private 
business purposes. The accounts for these funds are not as complete as for 
the enterprises, although they include a statement of assets and liabilities and 
net results. The latter is reflected in the summary budget accounts. The loan 
funds are generally revolving funds; repayments are available for additional 
lending. Interest on loans is booked as a profit on current account and re¬ 
flected in the budget. Separate loan funds are established for each type of 

lending operation. 

The enterprise funds and the foregoing special funds for capital investment 
are all included in the Government’s capital account. Investments listed in 
these funds increase the assets in the capital account; corresponding increases 
are shown in each capital fund. All assets and liabilities of the Government, 
including those of the enterprise, are shown in the Government’s balance 

sheet. 

The national debt is also handled in a special fund. All moneys provided 
for in the capital budget and not covered by capital revenues are recorded 
in this fund. Capital expenditures are shown in the special capital funds as 
described above. Moneys for these expenditures are made available through 
the national debt fund, and booked over to the special capital funds. 2 

The net balance in the general fund plus the capital funds is equal to the 
net balance shown in the Government’s balance sheet. The foregoing funds, 
except for the national debt fund, are within the framework of the budget. 
In addition, there are some types of special funds which are extra-budgetary, 
where the Government acts in a trustee capacity. These funds will include 
moneys to which municipalities, institutions or private persons have legal 
title. Such funds are listed in the balance sheets by the agencies which super¬ 
vise their custody. 


IV. Budget Classification 


Certain features of Sweden’s budget classification system warrant special 
attention. 

In the Swedish system there is an identity between the classification used 


3 For further discussion, op. citBudgetary Structure and Classification of Government 
Accounts , pp. 78-79. 




in the budget and the classification used for central government accounting 
purposes. This enforces a high degree of stability in the budgetary structure. 

In organizational terms, expenditures are classified by agency. Contributions 
which are paid over by agencies to other institutions (e.g., hospitals, char¬ 
ities) are listed separately to distinguish agency expenditure on its own 
account from agency expenditure for the account of others. In addition, a 
clearing account is used for intra-governmental payments. 

Expenditures are also classified by object, to separate salary payments 
from other expenses. The parliamentary vote for salaries automatically estab¬ 
lishes the position classification within each agency. Subtitles are also estab¬ 
lished for ordinary officials and for non-ordinary employees. 

For other current expenditures parliamentary action does not establish the 
detail. In this case the Government has authority over classification, which 
follows a system originally approved by the Parliament. However, the pur¬ 
chase of new equipment, as well as non-recurrent outlay, is voted by Par¬ 
liament. 

In the Swedish budgetary system an effort has been made to avoid ear¬ 
marked revenues. The most important exception is the case of motor vehicle 
revenues (taxes on automobiles and gasoline), which are segregated for 
expenditure on the construction and maintenance of roads. This special treat¬ 
ment is based on an assumption that the roads, in effect, should be regarded 
as a public enterprise, with motor vehicle revenues comparable to fees paid 
for the use of the roads. 

There are three other minor earmarked revenues in the Swedish budget— 
the fees paid for commercial bank inspection, savings bank inspection and 
the inspection of insurance companies. The revenues to finance these inspec¬ 
tions are paid by the companies themselves and are not available for general 
governmental purposes. In order to relate the accounting for these activities 
to the budget, the fees paid are segregated for transfer to special funds. 

V. Disbursement and Accounting 

Expenditure authorizations by the King extend to the agencies, as previ¬ 
ously noted. These authorizations make money immediately available for 
expenditure, without further central control. Within the scope of this author¬ 
ization each agency may determine its own expenditures. The agency may 
now issue contracts or purchase orders; the order for payment is accom¬ 
panied by the purchase order. In larger agencies a single payment order may 
cover several separate vouchers. 

The central agencies are entitled to draw cheques on the Government’s 
checking account in the Bank of Sweden. The issuance of cheques is con¬ 
trolled by regulations that require two officials to sign each cheque; cheque 
forms must be stored with a cashier who is independent of these officials. The 
postal system service is used to handle a large number of small payments; 
these may be covered by the transfer of funds on a cheque drawn on the Bank 
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f Sweden. Each of the public enterprises maintains its own account in the 
R k of Sweden. If the enterprises are entitled to draw moneys from the 
budget, they may write a cheque on the Government’s account for transfer to 

their own account. 

The agencies possess a high degree of responsibility in the expenditure of 
f ds There is no pattern of fiscal control to prohibit over-expenditure; 
^ther it is assumed that each agency will control its own rate of expend¬ 
iture in accordance with its programme and legal limitations. In other words, 
there is no pre-audit of expenditures by an independent auditing authority 

in Sweden. 

Accounting procedures in the agencies are generally supervised by the 
General Accounting Office. The system used in each agency will be approved 
by this Office. There is considerable uniformity throughout the Government, 
with, of course, necessary variation depending on administrative structure, 
the use of bookkeeping machines, and the type of transactions in each agency. 
The General Accounting Office has authority to supervise procedures for dis¬ 
bursement, which are set up with a view to avoiding possibilities for misap¬ 
propriation of funds. 

The General Accounting Office maintains its books in accordance with the 
main titles of the budget. At the end of each month, the central agencies 
report to the General Accounting Office the total of expenses classified by 
main titles. These are posted in the central accounts, which also show the 
amount estimated in the budget, revenues and expenditures accrued to date, 
and the remainder available for expenditure. This information is summarized 
in a monthly report which is transmitted to the Minister of Finance and to 
cabinet ministers for expenditures under their jurisdiction. 


VI. Closing the Accounts 

In Swedish practice “closing the accounts” refers to the procedures for 
summarization, and the accompanying inter-account transfers. The accounts 
are not “closed” in a legal sense, as in some countries, where the term con¬ 
notes a final settlement of all claims after a post-audit. In fact, auditing may 
take place either before or after the accounts are closed. 

There are two types of procedures in Sweden—the monthly closing and 
the annual or final closing at the end of the fiscal year. The monthly closing 
provides a current picture of the financial status of the Government. Revenues 
and expenditures are totalled, and a deficit or surplus computed. The monthly 
closing does not include the capital accounts, but does show changes in the 
cash situation. For government enterprises the monthly closing includes 
depreciation and similar transactions which affect the final deficit or surplus. 

The closing at the end of the fiscal year takes place on 30 June. No addi¬ 
tional time is permitted for the payment of outstanding liabilities. The ac¬ 
counts are closed on a cash basis, but supplementary statements show current 
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claims, such as taxes assessed but not yet paid. For purposes of simplification 
in the next budget, small debts outstanding at the end of the fiscal year may 
be booked as expenditures and balanced on a liability account. 

In organizational terms, the accounts are closed for each central agency. 
During the year each agency will have maintained separate ledgers for 
receipts and for expenditures, with account titles corresponding to the detail 
of accounts in the budget. Non-budgetary and intra-governmental accounts 
are also maintained by the agencies. At the end of the fiscal year each 
account is closed and gross debits and credits are booked over to the general 
ledger of the agency. The general ledger includes the agency’s balance sheet, 
and the intra-governmental and non-budgetary payments which it administers. 

In July, August or September following the close of the fiscal year on 
30 June the general ledgers from the agencies are transferred to the General 
Accounting Office. The Office then summarizes the final accounts of the budget 
in the following main headings: extended grants and other grants; the balance 
available on extended grants from the previous year; net expenditure on 
extended grants; net expenditure on other grants; the balance on extended 
grants carried forward; the other differences, as excess or saving, between the 
budget totals and the final totals, carried over to the budget equalization 
fund at the end of the year; and the net results on earmarked grants. 

Transfers to the budget equalization fund are then made by booking 
excesses and deficiencies in revenues and excesses and deficiencies in expend¬ 
itures. The budget equalization fund thus reflects the formal surplus or deficit 
in the current account. 

The final closing also summarizes the status of extended grants, to show 
the amounts brought forward from the preceding year, the fiscal year changes, 
and the amounts carried forward. 

The budget equalization fund and the balance on extended grants together 
show the real result in the current budget. These two final accounts are closed 
against the general fund. The balances in the Government’s checking accounts 
are also closed into the general fund. 

In the final accounts the capital budget is separated from the current 
budget. In fact, such separation is maintained consistently for budgeting 
purposes, for accounting, and for the provision of money. Throughout the 
fiscal year, appropriations for capital expenditure are booked separately by 
the agencies in special capital funds. Capital revenues are recorded against 
these funds; moneys for net investment are paid by the National Debt Office 
to these funds from the debt fund, which is separate from the general fund. 
The final accounting for capital expenditures shows the difference between 
the budgeted and actual expenditures, together with available balances. The 
net balance in this account indicates the total authorizations outstanding. 

The loan operations of the National Debt Office are not shown in the 
budget, although the operations of the Office are affected by budgetary results. 
A surplus in the current budget will be deposited with the Office and will 
thereby reduce the volume of bond flotations or short-term borrowing. Simi- 
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i lv a deficit in the current budget will increase the amount of borrowing 
which must be undertaken by the National Debt Office. 

The closed accounts (Budget redovisning) are printed annually by the 
r eral Accounting Office, but are not transmitted as an official document to 
the 1 Parliament. The National Debt Office publishes a Yearbook which de- 
cribes in detail the scope and nature of its operations. Also, the Financial 
Statistics Section within the General Accounting Office publishes a detailed 
annual budget analysis within a year after the close of the fiscal year. 


VH. Post-audit 

In Sweden there are two types of audit; the parliamentary audit and the 
government audit conducted by the General Accounting Office. 

Auditing by the General Accounting Office is characterized by a high 
degree of flexibility. For smaller agencies, the audit may be conducted once 
a year, after the accounts have been closed. For larger agencies the audit 
may be conducted quarterly. The time of audit is not fixed, but lies within 
the discretion of the Office. Except for the largest agencies, the audit is con¬ 
ducted in the General Accounting Office. 

Th$ scope of the government audit is broad, embracing a verification of 
vouchers and contracts, a verification that expenditures are properly booked 
and the ledgers correctly added, and a verification of cash balances. The audit 
will ifcolude an examination of the legality of expenditure in accordance with 
parliamentary and government directives. In this connexion, tJie General 
Accounting Office auditors have the authority to question the exercise of 
expenditure authority by officials, to investigate the justification for depar¬ 
tures, and if necessary, to direct a restitution of amounts improperly ex¬ 
pended. Such cases may be appealed to an administrative court and in some 
cases from there to a supreme administrative court. 

In conducting the audit, sampling techniques will be employed, so that 
typically only a part of all items are actually checked by the General Account¬ 
ing Office. 

In addition to the foregoing type of auditing, an independent auditing office 
(Statens sakrevision) outside the General Accounting Office conducts an 
examination of administrative procedures. This extends to considerations of 
efficiency and performance in administration. The findings are made avail¬ 
able to the agency concerned or to the King in Council. Certain of the larger 
central agencies also maintain their own special auditing staffs for the control 
of field activities. 

Parliamentary audit in Sweden is conducted by a committee of members 
elected from both the upper and lower house every year. The audit committee 
has a small staff at its disposal with authority to examine all types of trans¬ 
actions as well as broader questions affecting the efficiency of budget exe¬ 
cution. 


69 


VIII. Public Enterprises 

Although numerous references have been made, in the foregoing descrip¬ 
tion, to the budgetary treatment of public undertakings in Sweden, it would 
be well to examine separately certain aspects of their operations and control. 

The summary budget accounts of the Swedish Government reflect only the 
net activities of public undertakings. In general, the undertakings are expected 
to operate at a profit, and this profit must ultimately be transferred to the 
government accounts. Since the summary budget accounts are maintained on 
a cash basis, only the actual cash payments from the profits of undertakings 
will be reflected here. The undertakings, of course, compute their profits on 
an accrual basis in accordance with traditional commercial practice. In any 
one year actual cash payments from the undertakings may not be equal to 
profits measured on an accrual basis. 

The public enterprises have more freedom in the preparation of their budg- 
*ets than do the agencies. Revenues and expenses for the forthcoming year 
are submitted to the Government (through the ministries responsible for the 
undertakings, and then to the Minister of Finance and the Cabinet) in terms 
of estimates. Certain items of outlays which are not deemed to be necessary 
for the conduct of the enterprise, such as entertainment allowances, contri¬ 
butions, and civil defence expense, will be limited to specific amounts. Income 
from current operations is not available for capital expenditures. The latter 
are budgeted as part of the capital budget, with the provision of money from 
the National Debt Office. 

The revenue side of the budget for public enterprises is subject to patterns 
of control which differ in accordance with the character of the enterprise. 
Postal rates are subject to review by the Parliament; the procedure here is 
similar to that for tax measures. Railroad rates are determined by the Gov¬ 
ernment (Ministry of Communications), as are the rates charged for tele¬ 
phone and telegraph services, for airports and canals. On the other hand, 
rates for bus transport and for hydro-electric power are determined by the 
agencies. Other prices charged for goods and services, rents and interest are 
usually determined by the enterprises themselves. In the event that the Gov¬ 
ernment decides that such rates as railroad, telephone or telegraph should be 
increased in excess of need, and the resulting excess will therefore add to the 
budget surplus, it is generally customary to submit this question to Parlia¬ 
ment for discussion. 

Parliamentary control of public enterprises assumes several forms. Each 
of the enterprises was established by a statutory action, which prescribed the 
character and scope of activity of the undertaking. Parliament determines the 
salaries, the number of top-ranking officials, and personnel regulations and 
provides capital and approves investment decisions. The current, day-to-day 
routine of business transactions, however, is outside the scope of parliamen¬ 
tary decision. 

Each business enterprise is financed by its own fund, established by the 
Parliament The enterprises are expected to maintain adequate working 
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# tal. After authorisation by the Parliament they may utilize credits estab¬ 
lished in the National Debt Office. 

The enterprise funds are related to a pattern of accounts which shows the 
lues of real estate, buildings, inventories, stores, loans outstanding, shares 
Va ed bank accounts and other liquid assets. Enterprises are subject to audit 
^Sie 'same manner as other agencies. In some instances, as with the rail- 
^ads special audits may be conducted by government-appointed auditors. 


Government agencies occasionally conduct enterprise activity without estab- 
1‘shing special funds and capital accounts. The navy yards, military factories 
and government farms used for educational purposes fall in this group. In 
such cases the agency sells a limited amount of goods and services, as where 
the navy yards repair private vessels. These transactions are usually handled 
on special accounts outside the budget accounts in order that the costs of 
providing such services may be properly segregated. In the event that there 
is a small profit on such transactions, the Government must determine the 
disposition of this profit, which is carried into the revenue side of the budget 
under miscellaneous income. 


Some government-owned enterprises are organized in the form of private 
corporations, with the title to shares resting in the State, although in some 
instances a limited number of shares will be held by private persons. These 
include the tobacco and liquor monopolies, a commercial bank, the atomic 
energy corporation and several other companies. The directors of the com¬ 
pany are selected by the shareholders, which means that the ministry respon¬ 
sible for the enterprise will elect the directors, subject to prior consultation 
with the King in Council. There is no central control with respect to budg¬ 
eting or accounting; the net results of these undertakings are not reflected in 
the central government accounts. The directors have full responsibility for 
administering the company, and the company’s expenditures are limited only 
by its income. One of the auditors is always a certified public auditor in 
accordance with corporate law; others may be chosen from the ranks of 
government officials. In the case of the tobacco and liquor monopolies which 
collect taxes for government account, the directors are selected by the Govern¬ 
ment and the auditors are selected by the Government and by the National 
Debt Office on behalf of Parliament. Dividends on government-owned shares 
will be reflected in the budget. 


K. Distinctive Characteristics of the Swedish System 

The characteristic of Swedish budgeting practice which has undoubtedly 
attracted the most world-wide attention is its use of the capital budget and 
the accompanying concepts of budget balance. There are additional features, 
related to budget execution and accounting, which may equally serve as a 
model for study and possible adoption in other countries. 

Budgetary procedure in Sweden is characterized by a high degree of econ¬ 
omy in the use of forms and printed materials. The central agency’s original 
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request for funds will be printed as a basic part of tbe bill to be transmitted 
to Parliament; comments and recommendations by the ministry will be added 
to this part Similarly, the recommendations of the parliamentary budget 
committee are based on short recapitulations of the documents already 
printed, with a corresponding reduction in the documentation required in 
the consideration and adoption of the budget. 

i 

Economy in the use of documentation is also achieved in the Government’s 
accounting procedures. The absence of pre-audit minimizes delay and paper¬ 
work. Pay orders usually accompany vouchers; the use of accounts with the 
postal system facilitates the handling of small items. 

Budgetary and accounting procedure is further characterized by economy 
in the utilization of personnel. The Statistical Section within the General 
Accounting Office employs a director, a sub-director, one auditor and nine 
clerks. For revenue estimates this staff is reinforced by personnel from other 
sections within the General Accounting Office. With the help of mechanical 
aids, most agencies employ no more than two or three staff members in 
accounting work. The Central Accounting Section within the General Account¬ 
ing Office, which has responsibility for summarizing the accounts and pre¬ 
paring the general ledger, has a staff of eight professionals and twelve clerks. 
Central auditing is conducted by a staff of about 150. 

Finally, the Swedish pattern of budget control is characterized by a high 
degree of flexibility. The use of estimated grants permits the administration 
to conduct programmes with considerable freedom to meet changing condi¬ 
tions. Also, the agencies generally possess a great deal of administrative 
responsibility and discretion within the framework of basic statutes, parlia¬ 
mentary direction and government control. In this respect the Swedish admin¬ 
istrative system differs considerably from those parliamentary systems where 
ministerial responsibility is characteristic. 

General Accounting Office 
Director General 

Audit section Audit section Audit section Central Financial 

I II III accounting statistics 

Expenditure Expenditure Taxation section section 

1 director 1 director 1 director 1 director 1 director 

2 chief auditors 2 chief auditors 2 chief auditors 1 sub-director 1 sub-director 

4 first auditors 4 first auditors 4 first auditors 2 first auditors 1 auditor 

15 auditors 15 auditors 10 auditors 4 auditors 9 clerks 

20 clerks 20 clerks 15 clerks 12 clerks 

Secretariat 

1 sub-director 
1 first auditor 

Guards Cash Registration Final typing 

1 chief guard 1 cashier 1 register clerk 2 clerks 

5-6 guards 1 clerk 1 clerk 
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IV. BUDGET EXECUTION AND GOVERNMENT 
ACCOUNTING IN THE UNITED STATES 

The following account of central government financial controls in the 
United States will trace the budget cycle from the time appropriations are 
enacted by the Congress to the time that the accounts are audited and settled. 
That portion of the budget cycle which concerns the preparation and presen¬ 
tation of the budget, and its consideration by the Congress, is necessarily 
omitted. In this account an attempt will be made to examine both procedures 
and organizational structure. In addition, some features of the United States 
system which affect a number of procedures and organizational responsi¬ 
bilities, such as the Joint Accounting Programme, will be examined sep¬ 
arately. 


I. Budget Authorization 

The United States Government has an executive budget system under which 
the President submits his requests for expenditure authority to the Congress 
at the opening of each session. Although the budget includes revenue estimates, 
specific requests for new taxing authority are customarily submitted at a 
later time. The budget document itself is, therefore, primarily an expenditure 
budget. 

In the Congress the requests for expenditure authority are considered by 
standing committees (House Committee on Appropriations and Senate Com¬ 
mittee on Appropriations). Final action by the Congress takes the form of 
from twelve to fifteen appropriation measures, each of which embraces a 
varying number of departments and agencies. 1 Within each appropriation 
measure, there are a number of separate appropriation titles, numbering 
about 400 for the Government as a whole. These appropriation titles are 
related to the organizational structure of departments and agencies. Since the 
appropriation measures are voted separately by the Congress and since rev¬ 
enue measures are separated from appropriations, there is no single action 
which authorizes the budget as a whole, as under parliamentary regimes. 


Budgetary authorizations by the Congress may permit departments and 
agencies to incur obligations, to make expenditures, or both. Obligational 
authority permits departments and agencies to award contracts, to make com¬ 
mitments for wages and salaries, and to order materials and supplies. Expend- 


1 The United States Constitution states: “No money shall be drawn from the Treasury 
but in consequence of appropriations made by law; and a regular statement and account 
of the receipts and expenditures of all public money shall be published from time to 
time*' (article I, section 9). 
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iture authority permits departments and agencies to direct the issuance of 
cheques or the payment of cash to liquidate the obligations. An appropriation 
measure generally combines obligational and expenditure authority. 2 

The principal types of budget authorizations are the following: 

(1) Ordinary current appropriations are for a definite, specified amount, 
but vary in accordance with the period of availability. One-year appropria¬ 
tions are commonly used for the ordinary salaries and expenditures of gen¬ 
eral government departments and agencies. Multiple-year appropriations 
extend beyond a single fiscal year and are used for programmes of a seasonal 
or non-recurrent type. No-year appropriations are available indefinitely and 
are used primarily for construction projects. 

(2) Annual indefinite appropriations are indefinite in amount but speci¬ 
fied as to purpose. They are used for the allocation of earmarked revenues 
and for such specialized purposes as the covering of the Post Office deficit. 

(3) Permanent appropriations are those under which additional amounts 
become available from year to year without new action by the Congress. 
Interest on the public debt is paid under a permanent appropriation. 

(4) Contract authorizations permit obligations to be incurred, but do not 
provide the funds to liquidate the obligation. This type of authorization has 
been used frequently for military and naval procurement and for public 
roads, although in recent years its use has been increasingly limited in favour 
of multiple-year or no-year appropriations. 

(5) Appropriations to liquidate contract authorizations are voted as a 
separate type of budget authorization. 

(6) Authorizations to spend from public debt receipts are sometimes used 
in lieu of appropriations where it is anticipated that the outlay will be repaid 
at a future date. For example, moneys for the lending programme of a gov¬ 
ernment corporation may be provided by this type of authorization. It has 
also been employed for such purposes as the United States subscription to 
the International Bank for Reconstruction and Development and to the Inter¬ 
national Monetary Fund. Expenditure from public debt receipts has the same 
effect on the budget totals as expenditure of appropriated moneys. 

Budget authorizations are, in general, enacted by the Congress in lump 
sum. The detailed budget requests submitted by the President are not voted 
as a part of the appropriation measure and are therefore not legally binding 
on administrative officers. Budget authorizations, however, customarily em¬ 
body certain limitations which serve, to restrict the amount of the authoriza¬ 
tion which may be utilized for specific purposes. 3 

It is customary for obligational authority to expire at the end of the budget 
year, unless Congress has specifically authorized its continuance. However, 

2 However, terminology i9 not uniform in the United States practice. The Budget 
and Accounting Procedures Act of 1950 defines “appropriations** broadly to include 
authorizations to incur obligations. 

3 For a discussion of the enforcement of these limitations, see section IV. 
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expenditures may be made to liquidate obligations for a period of two years 
after the close of the fiscal year during which the obligational authority was 
utilized. 4 This means that in any one fiscal year a considerable portion ot 
expenditures may be in liquidation of authority which was committed in the 

two prior fiscal years. 

II. Account Structure 

All moneys received by the United States Government are deposited in 
the general fund of the Treasury; all expenditures are made from the general 
fund. 5 Within the general fund certain types of transactions are segregated 
into particular types of accounts. These are as follows: 

General accounts embrace the great bulk of tax receipts and other revenues. 
These moneys are withdrawn in accordance with appropriations made by 

Congress. 

Special accounts, are, in effect, permanent appropriations of earmarked 
revenue. These include such moneys as reclamation funds and receipts from 
mineral leases and national forest operation. 

Trust accounts, in an equitable sense, do not “belong” to the federal Gov¬ 
ernment, but the Government has custody over them in a trustee capacity. 
These include the social insurance funds, the funds for veterans’ life insur¬ 
ance, government employees’ retirement funds, and other miscellaneous ac¬ 
tivities. 

Deposit accounts are those which are credited with collections that are 
held in suspense for payment to another fund or those which are held by 
the Government as a banker for non-governmental agencies, and are paid out 
at the direction of the depositor. 

In addition to the foregoing accounts certain funds are segregated within 
the general fund. 

Business enterprise and revolving funds 6 are used to finance government 
corporations and commercial-type operations conducted by certain agencies. 
These funds are working capital and may be increased by congressional 
appropriation or by receipts from programme operation. Expenditures are 
made from enterprise and revolving funds in accordance with enabling legis¬ 
lation, which is subject to annual budgetary review by the Congress. 

Working funds differ from the foregoing types of accounts or funds in that 
they serve solely as an accounting convention for purposes of transferring 
money from one agency to another for inter-agency services. They may be 

4 After the two-year period the undisbursed portions of appropriations are transferred 
to a special account known as “Payment of Certified Claims”. The Comptroller-General 
may then certify for payment from this account where the claim is properly chargeable 
against the unused balance. 

5 See Annual Report of the Secretary of the Treasury for the Fiscal Year Ending 
June 30, 1951, pp. 677-678. 

6 This designation is to be changed to “revolving and management funds”. 
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used in connexion with general accounts, or with trust accounts or special 
accounts, to establish an earmarked portion. 

The summary statements in the United States budget document exclude the 
trust accounts and the deposit accounts. The accounts and funds which in¬ 
clude the general account, the special accounts, working funds and business 
enterprise and revolving funds are sometimes referred to as “federal funds”. 7 
The budget summaries embrace these federal funds; definitions of surplus 
and deficit refer only to federal funds. 8 

III. Apportionment by the Bureau of the Budget 

The departments, agencies and corporations of the United States Govern¬ 
ment, which have been authorized by the Congress to incur obligations, or to 
make expenditures, must initiate action to secure release of this authority 
from the Bureau of the Budget. Although budget authorizations extend to the 
operating agencies of government, rather than to the Bureau of the Budget, 
the Bureau must nevertheless approve the utilization of the authorization. 
This procedure is known as apportionment; its major purpose is to regularize 
the rate of obligation in order to prevent the need for deficiency or supple¬ 
mental appropriations. Since 1933 apportionment has been routinized by a 
formal procedure; this has been strengthened and expanded in recent years. 9 
Within fifteen days after the approval of a budget authorization by the Con¬ 
gress, the specified agency must transmit a request for apportionment to the 
Bureau of the Budget. The request outlines the agency’s need for funds over 
the forthcoming fiscal year and suggests an apportionment, generally on a 
quarterly basis. An apportionment on the basis of specific projects or activ¬ 
ities may also be used to supplement the time-period basis. The apportion¬ 
ment request is reviewed by the Bureau of the Budget, and the agency is 
notified of the decision. Apportionments are cumulative in that amounts not 
used in one period are available for obligation in a later period of the fiscal 
year. 

For departments and agencies, apportionment controls the obligational 
authority which has been extended by the Congress. For government corpora¬ 
tions, apportionment controls accrued expenditures. In some cases certain 
types of funds administered by departments and agencies may also be subject 
to control on the basis of accrued expenditures. These include business enter¬ 
prise funds and funds established for the financing of certain intra-govern- 
mental transactions. 

At the end of each month the agency must report the current status of 
its appropriations and authorizations, and the cumulative apportionments, 

7 For working funds, expenditures are attributed to the organization from which the 
advances are made. For informational purposes the United States budget document also 
shows the specific outlays by the agency which spends the working funds. See Budget 
of the United States Government for the Fiscal Year Ending June 30, 1953, pp. 1,105-1,137. 

6 For further discussion see United Nations, Budgetary Structure and Classification of 
Government Accounts , New York, 1950, pp. 85-86. 

» 31 U.S. Code 665 ; 21; 66b. Budget-Treasury Regulation No. 1 (June 1952). 
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obligations, expenditures and unliquidated obligations and unobligated and 
unexpended balances. These reports are sent to the Treasury and the Bur.eau 
of the Budget and provide the basis for continued re-examination of the 
apportionment status. Agencies may, at any time, initiate a request for a 
change in apportionments in order to adapt their programmes to altered 
conditions. The Bureau of the Budget must approve such changes in the same 
manner as the original request for apportionment. The Bureau must also 
examine the status of apportionment each quarter to ascertain whether modi¬ 


fications are necessary. 

The Bureau of the Budget has the authority to establish reserves against 
appropriations. Reserves are established for three purposes: (1) to provide 
for emergencies which may arise later in the fiscal year and which would 
otherwise require a deficiency appropriation, (2) to bring the obligating 
authority into line with changed conditions in the interests of economy and 
efficiency and (3) to apportion continuing and multiple-year appropriations 
so that obligational authority will be available in future fiscal years. 

The establishment of appropriation reserves does not necessarily mean that 
such portion of the appropriation will not be made available to the agency. 
All or a portion of an appropriation may be reserved by an agency and the 
Bureau of the Budget when it has been determined that the amounts involved 
may not be needed. Should conditions change during the fiscal year which 
would justify the use of the reserve, action may be undertaken by the Bureau, 
when requested by the agency. 

The use of apportionment and reserves in the United States Government is 
intended to accomplish two closely related ends: (1) to keep obligations, 
and therefore expenditures, within the limits of congressional authorization 
and thus to avoid the necessity for deficiency appropriations, (2) to adapt 
agency programmes to changing conditions in order to economize in the 
expenditure of funds. Apportionments are intended to be closely related to 
the work programmes of the agencies and to be flexible in accordance with 
the changing nature of agency operations. 


On particular occasions the apportionment and reserve power has been 
used by the Bureau of the Budget to affect the rate of agency expenditure 
in accordance with changing economic conditions. However, in general, it 
is not conceived that apportionments are to be used as a tool of economic 
management. Neither does the apportionment and reserve power embrace the 
whole of federal government expenditure activities, since certain statutory 
programmes, such as welfare grants to the states and veterans’ pensions, are 
excluded from its scope. 


As a means of strengthening the Bureau’s apportionment authority, Con¬ 
gress has provided that in all cases where obligations are incurred or expendi¬ 
tures made in excess of congressional authorization, the offending agency 
must report the name of the responsible official to the President. The head 
of the agency concerned must also make a full report to the Congress. Such 
reports include a complete statement of the offence, the disciplinary action 
imposed and the safeguards erected to prevent its recurrence. 
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IV • Allotments 


The second step in the process of budgetary execution in the United States 
Government is allotment, which extends budgetary (obligational) authority 
to administrative units within the agency. Allotment should be distinguished 
from apportionment. The latter is a centrally-administered control designed 
to prevent over-obligation by agencies. But allotment is within the juris¬ 
diction of the agency head, who may extend obligational authority to admin¬ 
istrative units on a monthly or quarterly basis, and who may limit the 
authority in terms of objects of expenditure, or activities, or organizational 
units at his discretion, as long as the allotment is in accord with the agency’s 
apportionment. 

At the beginning of each fiscal year, it is customary to make allotments 
for the whole of the fiscal year in order to facilitate the programme planning 
of administrative units. Once an allotment procedure has been established 
within an agency, it is typically controlled by an internal reporting system. 
If, for example, allotment is extended to administrative units on a monthly 
basis, such units must report periodically on the status of the allotment and 
the rate at which it has been expended. Violations of allotments must be 
reported to the President and transmitted to the Congress. 

It is not uncommon for appropriation acts to include a limitation on the 
amount of expenditure for administrative purposes, or for the conduct of 
certain activities. Each agency has the responsibility for observing whatever 
limitations of this type may have been attached to the appropriation voted 
by the Congress. Violations are handled in the same way as for allotments. 

In general, budgetary execution at the agency level in the United States 
Government is characterized by a trend toward increasing the financial 
authority and administrative responsibility of the heads of departments and 
agencies. At the same time, departmental control over organizational units 
has been strengthened by the use of such techniques as allotments and the 
development of internal reporting. Departmental control, in general, is in¬ 
tended to be exerted not over individual objects of expenditure, but over 
broader aspects of programmes and activities. 


V. Administration of Fiscal Controls 

The controls over the budget of the United States Government which have 
been described thus far in terms of apportionment, reserves, allotment and 
reporting by budget units may be termed administrative controls. Their 
major purpose is to assure that agency programmes are conducted in con¬ 
formity with the policies of the Executive Office (Bureau of the Budget) 
and the agency. Administrative controls centre on the utilization of obliga¬ 
tions—the authority of agencies and budget units to incur liabilities for goods 
and services. A second major pattern of budgetary control in the United 
States Government may be termed fiscal controls and embraces certain central 
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controls such as the warrant system, the pattern of accounts maintame y 
the Treasury, disbursement procedure, and other fiscal activities ° e 
Treasury such as the maintenance of public debt accounts, and the cus o y 
of funds. In addition, fiscal controls include the accounting systems of the 
agencies and their integration with the Treasury accounts. The major charac¬ 
teristics of this pattern will now be examined. The administrative organiza¬ 
tion of the Treasury’s Fiscal Service will be examined first. 


A. Organization structure—The Fiscal Service of the 

Treasury Department 


In 1940 the various fiscal activities of the Treasury Department were cen¬ 
tralized under a Fiscal Service, headed by the Fiscal Assistant Secretary of 
the Treasury. Since that date the Fiscal Service has consisted of the Office 
of the Fiscal Assistant Secretary, the Bureau of Accounts, the Bureau of the 
Public Debt, and the Office of the Treasurer of the United States. 

Two of these are relevant to the present consideration—the Bureau of 
Accounts and the Office of the Treasurer. The former is headed by a Commis¬ 
sioner of Accounts; divisions in the Bureau of Accounts include the Account¬ 
ing Systems Staff, the Division of Bookkeeping and Warrants, the Division 
oflDisbursements, the Division of Deposits, the Division of Financial Reports, 
the Division of Investments, and the Section of Surety Bonds. 

The Accounting Systems Staff has responsibility for the development and 
improvement of accounting methods and procedures within the Treasury 
and for co-operation with the General Accounting Office and the Bureau of 
the Budget in the improvement of accounting for the Government as a whole. 
The Division of Bookkeeping and Warrants maintains accounts on revenues, 
expenditures and appropriations for all administrative agencies, and issues 
warrants for establishing appropriations and for other purposes (see section 
V, B). The accounting functions performed here are frequently referred to as 
“appropriation level” accounting, in contrast with accounts maintained by 
agencies, which are “below” the level of appropriations. That is, agency 
accounts are maintained in terms of specific activities or objects covered by 
an appropriation. This Division also publishes a Digest of Appropriations 
shortly after each session of the Congress. 

The Division of Disbursements embraces the central office and twenty-seven 
regional offices. The Division handles disbursements for all executive depart¬ 
ments and agencies with the exception of the Post Office, the United States 
marshals, the Panama Canal, the Department of Defense and certain govern¬ 
ment corporations. These latter have their own disbursing officers. 

The Office of the Treasurer is essentially the banking facility for the 
federal Government, with responsibility for the receipt of all public money; 
the custody, issue and redemption of currency; the payment of government 
cheques and certain other related duties. The Office of the Treasurer main¬ 
tains its own accounts centrally and also maintains accounts in the federal 
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reserve banks and in certain designated depositary banks. 10 Disbursing 
officers draw cheques on these accounts in the name of the Treasurer; these 
cheques are paid by the federal reserve banks acting as agents for the Treas¬ 
urer. The Treasurer’s accounts are maintained separately for each disbursing 
officer and for each fiscal officer empowered to receive government moneys. 
The Office of the Treasurer also prepares the Daily Treasury Statement and 
certain other reports on public debt and currency. 

B. Warrants 

The warrant system for the control of certain types of fiscal operations was 
established in the United States Government by the statutes creating the 
Treasury Department in 1789. It has operated without substantial modifica¬ 
tion until recently. 

The warrant is a document issued by the Secretary of the Treasury and 
countersigned by the Comptroller General, in his capacity as head of the 
General Accounting Office. It has been used for such purposes as the estab¬ 
lishment of appropriation accounts (the opening of credits voted by the 
Congress), the advancing of moneys to disbursing officers, the covering of 
moneys into the Treasury, the transfer of moneys from one appropriation 
account to another, and the clearing of unexpended appropriation balances 
from the books. 

In recent years the use of the warrant has been restricted and simplified. 
Currently, it is used for the establishment of appropriation accounts and for 
simultaneously making moneys available for expenditure by disbursing 
officers. It is also used for the purpose of formally covering receipts into the 
Treasury at the close of each fiscal year. 

C. Making funds available for disbursement 

A detailed description of the procedure in making funds available for dis¬ 
bursement will serve to clarify the pattern of financial control in the United 
States. 11 

After an appropriation measure has been enacted by the Congress and 
signed by the President, the Division of Bookkeeping and Warrants in the 
Treasury Department prepares an appropriation warrant for the signature of 
the Secretary of the Treasury and posts the appropriation to the appropriation 
ledger. The signed warrant is sent to the General Accounting Office where it 
is examined for legality, signed by the Comptroller General and returned to 
the Treasury. The Division of Bookkeeping and Warrants furnishes a copy 
of the warrant to the Office of the Treasurer where the entire amount is 

10 In 1951 the Treasurer maintained accounts in thirty-six federal reserve banks and 
branches, 1,279 accounts in general depositary banks, 11,013 special depositary accounts 
in other banks, and additional accounts in territories and abroad. (See Annual Report 
of the Secretary of the Treasury for the Fiscal Year Ending June 30, 1951, p. 107.) 

11 See Comptroller General of the United States, Annual Report, 1951, pp. 8-11. 
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credited to the designated disbursing officer’s checking account. 12 T^nsfers 
^ amounts in checking accounts are made from one disbursing officer to 
IXer at 4e request "of the agency involved These transfers are accom- 
ulished by the issuance of a cheque by one disbursing officer, whic 
nosited to the credit of another disbursing officer on the books of the 
nrer The checking accounts of the central disbursing officer and the regions 
or field disbursing" officers are kept in the central office of the Treasurer. 

As funds are made available to regional disbursing officers, the respon¬ 
sible administrative officers, called certifying officers, of these agencies now 
direct the issuance of cheques to public creditors. Cheques are issued aga 
vouchers prepared by administrative officers; the vouchers must specify the 
appropriation to be charged. The certifying officers who sign vouchers for 
payment are personally liable for performance in accordance with statu es 
and regulations. 13 The Comptroller General is authorized to report annua y 
to the Congress the nature and extent of all financial violations. Disbursing 
officers do not have responsibility for determining the legality of particular 
expenditures, but they do have responsibility for limiting payments to the 
amounts available in their accounts. 

Disbursing officers must maintain accounts for audit and settlement by the 
Comptroller General. These accounts, on a cheques issued basis, show the 
advances and disbursements made in accordance with each appropriation. 
In the settlement of accounts the Comptroller General has authority to dis¬ 
allow illegal payments and to initiate procedures for the restitution of the 

amounts involved (see section VII, C). 


The great bulk of government funds is deposited with the federal reserve 
banks, that is, the Treasurer maintains his accounts here. A few agencies, 
particularly those engaged in agricultural programmes, maintain accounts in 

commercial banks. 


D. Accounting for receipts 

All receipts of the United States Government, whether from taxation, cus¬ 
toms, from programme operations, or from miscellaneous revenue, must be 
deposited to the credit of the Treasurer of the United States in authorized 
depositories, and the amounts covered into the Treasury by recording the 
items on formal covering warrants. 

Receipts are deposited by the accountable officer or administrative officer 
receiving the funds. The officer maintains a record of the certificate of deposit, 
as does the bank (generally a federal reserve bank) receiving the deposit. 
The recipient bank reports the deposit to the Treasurer of the United States, 
who in turn reports the receipt to the Treasury’s Bureau of Accounts. There 

12 “Checking account” in United States terminology is comparable to the phrase 
“current account” as used in the United Kingdom. 

13 The certifying officer is liable for any illegal, improper or incorrect payment, 
although the Comptroller General has authority to relieve liability under certain con¬ 
ditions. See P.L. 389, December 29, 1941. 
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a warrant is prepared to formally “cover in” the receipts to the Treasury. As 
with other warrants, it must be signed by both the Secretary of the Treasury 
and the Comptroller General. 

E. Other characteristics of fiscal controls 

Budget planning in the United States Government possesses a high degree 
of flexibility. One of the reasons for this is that the Congress is likely to 
make substantial alterations in the President’s budget as submitted; the 
appropriations voted by the Congress may be substantially less than the 
amount of appropriations requested, or the Congress may attach limitations 
on certain types of expenditures. These actions will require a re-planning of 
agency programmes and such re-planning may extend into the beginning of 
the fiscal year. 

Also, it should be noted that budget execution in the United States is not 
administered solely through financial controls. The authority of adminis¬ 
trators is also limited by personnel regulations and by procurement regula¬ 
tions. In the latter field there is increased centralization of procurement 
functions (in the General Services Administration) and a corresponding 
restriction on the scope of administration within the agencies and depart¬ 
ments. 


VI. Types of Accounting Records Maintained in the 

United States Government 

The foregoing discussion has examined budgetary execution and govern¬ 
ment accounting from the procedural standpoint. It might be well, by way 
of summary, to examine the types of accounting records which are maintained 
and the purposes for which they are used. 

A. Budgetary statements 

The summary statements in the United States budget are prepared by the 
Bureau of the Budget on the basis of (1) estimated expenditures, and 
(2) estimated obligational authority, separately classified by function and by 
organizational unit. 14 

The budget statements which are transmitted to the appropriations com¬ 
mittees of the Congress are submitted on the basis of organizational units, 
primarily in terms of obligations by activities for each unit. Increasingly, the 
budget materials transmitted to the appropriations committees set forth actual 
programme costs in terms of activities, as the Bureau of the Budget and 
agencies move toward a more widespread use of performance budgeting. 
Each agency and each organizational unit also maintains budget accounts for 
purposes of programme management and to serve as a basis for future 
requests for funds. 

14 For further detail see Budget of the United States Government for the fiscal year 
ending June 30, 1953, pp. A5-A13. 
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B. Apportionment records 

In administering the apportionment of obligational authority to de P® r *‘ 
m ents and agencies the Bureau of the Budget does not maintain central con- 
trol records. Apportionment records are maintained in the departments and 
agencies themselves and the Bureau of the Budget retains a memorandum 
record of apportionment decisions. Within the agency the records show the 
total amount of obligational authority available for the fiscal year, the 
amount utilized and the amount remaining, together with any reserves whic 

may have been established. 


C. Allotment accounts 

Agency accounting offices maintain a record of allotments and of °J^6 a " 
tional authority for each of the organizational units within the agency. These 
accounts are closely integrated with the budget accounts maintained by 

organizational units. 


D. General ledger accounts in agencies 

The basic operational accounts are maintained at the departmental or 
agency level. Apportionments of appropriations and allotments are recorded 
here, as well as obligations, unexpended balances and revenue accounts. In 
organizational units the allotment accounts are frequently the basis for a 
daily record of operations and reports based on these accounts provide infor¬ 
mation for higher supervisory levels. 


E. Appropriation accounts 

Under the warrant procedures for making appropriations available for 
obligation by agencies, the Division of Bookkeeping and Warrants in the 
Fiscal Service of the Treasury Department maintains accounts which show 
the appropriations which have been made available for agencies, in terms of 
separate appropriation titles. The amounts disbursed are recorded against 
the appropriation accounts on the basis of disbursing officers’ reports of 
cheques issued. 


F. Disbursement accounts 

The Division of Disbursements of the Fiscal Service of the Treasury main¬ 
tains accounts which show the funds disbursed as cheques are issued. Com¬ 
parable disbursement accounts are maintained by disbursing officers in those 
agencies which do their own disbursing. 


G. Revenue accounts 


The Division of Bookkeeping and Warrants maintains accounts showing 
all receipts except for business enterprise and revolving funds. Comparable 
accounts are maintained by departments and agencies that receive the funds. 
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H. Treasurer’s accounts 


The Treasurer of the United States maintains checking accounts for dis¬ 
bursing officers and accounts showing the receipt of funds. 

* » « 

It should be noted that there is no single set of accounts in the United 
States Government; rather, there are a number of different types of accounts 
and accounting records maintained in accordance with fiscal and adminis- 
. trative requirements. The accounts and accounting records constitute an 
integrated system of accounting in the sense that all are interrelated. 

Although certain types of accounts are maintained on an accrual basis, 
such as those for government corporations and for revolving and manage¬ 
ment funds, it is nevertheless appropriate to describe the United States system 
as one maintained generally on a cash basis. The central (appropriation) 
accounts in the Treasury are on a cash basis. The current summary record 
of expenditures is the Daily Treasury Statement and this is maintained on a 
cash basis. However, the Daily Treasury Statement is a mixture of expendi¬ 
tures recorded on the basis of cheques issued and expenditures recorded on 
the basis of cheques paid. Also, the Statement records interest on the public 
debt as it accrues rather than as it is paid. Therefore, changes in receipts 
and expenditures as recorded in the Statement do not directly reflect changes 
in the cash balance position of the Treasury. 

The closed accounts for all funds are published by the Secretary of the 
Treasury about six months after the close of the fiscal year. This volume, 
entitled Combined Statement of Receipts, Expenditures and Balance of the 
United States Government is transmitted to the Congress at the beginning 
of each session. The basis for reporting expenditures is comparable to that 
used in the Daily Treasury Statement. 

VII. The Auditing of Accounts 

Reference has already been made to a number of responsibilities of the 
Comptroller General of the United States and of the General Accounting 
Office. These responsibilities extend not only to the audit and settlement of 
government accounts, but also include the authority to prescribe accounting 
principles, standards and related requirements for the agencies, and to 
approve accounting systems developed by them. It might be well to examine 
the statutory character of the Comptroller General’s function before pro¬ 
ceeding to a specific examination of auditing responsibilities and techniques 
in the United States Government. 

A. General Accounting Office 

Although there were a number of previous experiences with central audit¬ 
ing and control, some dating from 1789, the present organization of the 
General Accounting Office dates from 1921, with the passage of the Budget 
and Accounting Act of that year. This act created the General Accounting 
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1 -J j *u a t it should be headed by the Comptroller General, 

sf 

.v.U.H. » agencies by d>. Congee.,; (3) ,o pre.ceib, .he 
forms systems and procedures for appropriation and fund accounting an 
for the examination of accounts and claims; and (4) to investigate e 
receipt, disbursement and application of public funds and to make regular 
reports and recommendations thereon to the Congress. Some of these respon¬ 
sibilities and the practices which accompanied diem were modified by die 

Budget and Accounting Procedures Act of 1950. For example, this Ac 
authorized the Comptroller General to discontinue certain accounts m the 
General Accounting Office relating to appropriations, receipts and expendi¬ 
tures and gave joint authority to the Comptroller General and the Secretary 
of the Treasury to simplify the warrant procedure. 

The General Accounting Office includes within its organizational structure 
a Director of Audits, who supervises the planning, programming and cor¬ 
relation of all types of audits. The General Accounting Office also includes an 
Accounting Systems Division, with responsibility for prescribing accounting 
principles and for co-operating with agencies in developing accounting sys¬ 
tems, and an Office of Investigations for the purpose of making special studies 
of administrative efficiency and preparing reports for the Congress. 15 The 
Comptroller General submits an annual report to the Congress. 


B. Pre-audit 

The pre-audit authority of the General Accounting Office extends to the 
determination of legality in advance of setting up appropriation accounts in 
the Treasury Department. As described above (see section V, B) this is 
accomplished in a routine procedure by the countersignature of appropria¬ 
tion warrants prepared by the Treasury’s Division of Bookkeeping and War¬ 
rants. Since 1950, pre-audit in terms of the examination of vouchers prior to 
payment has been sharply restricted. Also, the General Accounting Office has 
tended to increasingly limit the exercise of its responsibility to make an 
advance determination of the legality of particular transactions. 


C. Post-audit 

The concept of auditing under which the General Accounting Office func¬ 
tions has been expressed as follows: 

“All auditing performed by the General Accounting Office has the same 
over-all objective. It is directed at determining the extent to which account¬ 
ing and related financial reporting result in full disclosure of the receipt 
and expenditure of public funds; the adequacy of the internal controls of 

16 For further detail on the responsibilities of the General Accounting Office see The 
Gener djiccoUnting Office, House Report No. 1441, 81st Congress, 1st session, Washing¬ 
ton, 1949; Comptroller General of the United States, Annual Report , 1951. 
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the departments and agencies over their financial operations; the extent 
of compliance with laws, regulations, or other legal requirements pertaining 
to public funds; and, except for the Government corporations and other 
agencies which are not subject to the settlement and disallowance powers 
of the General Accounting Office, providing a basis for the settlement of 
the accounts of the fiscal officers of the Government.” 10 

In practice, this means that the post-audit must examine financial transac¬ 
tions in relation to their legal authority. Settlement action can proceed only 

w en it is determined that legal restrictions and legislative safeguards have 
been observed in all expenditures. 

The General Accounting Office conducts a number of different types of 
audits. The government-type audit, more recently termed the “general audit”, 
is performed on the basis of the personal accountability of government offfi 
cials who have been entrusted with public funds. These officials (fiscal 
officers) are of two classes: the disbursing officers and the certifying officers, 
who prepare the original vouchers directing payment of funds (see section 
V, C). For the disbursing officers the audit takes the form of establishing the 
amount of funds for which they have been charged (or the amount of col¬ 
lections received) and the examination of the documentation to support all 
receipts and disbursements. For the certifying officers the audit seeks to 
examine vouchers and supporting papers to establish that the goods and 
services were received, that the amounts stated are correct, that leg&l procure¬ 
ment procedures were observed, that the appropriation was available for pur¬ 
poses of the expenditure. Illegal or improper expenditures are disallowed 
and recovery procedures are instituted against the responsible officers. The 
completion of the audit marks the settlement of the account of the fiscal 
officer; there are approximately 25,000 such accounts to be settled each year. 

The commercial-type audit originated with the Government Corporation 
Control Act of 1945 which gave the General Accounting Office broad author¬ 
ity to adapt auditing procedures to the need of corporations for a more 
flexible type of audit than that applied to other types of governmental activ¬ 
ities. The commercial-type audit typically includes statements which show: 
(1) assets and liabilities; (2) analysis of surplus or deficit; (3) income and 
expense; and (4) sources and application of funds. The audit reports are 
required to be submitted to the Congress by 15 January of the year following 
the close of the fiscal year on 30 June. This type of audit is not intended to 
cover every transaction but rather to present the over-all picture of the finan¬ 
cial condition and operations of the corporation. The General Accounting 
Office report to Congress assumes somewhat greater significance for corpora¬ 
tions than for government-type operations. The General Accounting Office has 
no authority to disallow erroneous or illegal payments made by corporations, 
but can only report its findings to the Congress. 17 

16 Comptroller General of the United States, Annual Report , 1951, p. 19. 

17 The Congress may also, from time to time, restrict the disallowance powers of the 
Comptroller General over types of transactions other than those of government corpora¬ 
tions. 
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The comprehensive audit is a new type of procedure ,ns ™" ted “ ^ 
to accompany the Joint Accounting Programme (see section V ) • 
commercial-type audit, it is intended to give an over-all view of the financial 
operations of an agency. It is utilized in those instances where die agency 
has installed its own pattern of internal financial control. Individual Iran 
tions are examined on a selective basis (sample audit). The au 1 s 
appraise the operating results of an agency’s financial programme. is 
intended that erroneous and illegal payments will be discovered, and a so 
that the administrative situation which gave rise to these payments wi e 
examined and remedied. The comprehensive audit also includes an examina¬ 
tion of property held by agencies and departments; property audits have een 
conducted only since 1949 and it is anticipated that this work will be extended 


and improved. 

As the Joint Accounting Programme continues it is expected that an 
increasing number of audits of the comprehensive type will be undertaken 
as additional agencies develop effective patterns of internal financial control. 


It should be noted that the post-audit and settlement of accounts is closely 
linked with the authority and responsibility of the General Accounting Office 
to make investigations of governmental finances. The investigatory power is 
very broad, extending to all matters relating to receipt, disbursement and 
application of public funds. These reports may be undertaken at the initiative 
of the General Accounting Office or at the request of congressional com¬ 


mittees. 


The General Accounting Office does not publish a statement of the closed 
accounts. This is done by the Treasury Department, in the volume, Combined 
Statement of Receipts, Expenditures and Balances of the United States. This 
publication, however, does not close the accounts in a legal sense, as in some 
countries. Post-auditing may continue and payments may be disallowed at 
a later date. 


VIII. Accounting Improvement in the Federal Government 

In 1948 the Comptroller General, the Secretary of the Treasury and the 
Director of the Bureau of the Budget initiated a broad programme for the 
improvement of accounting procedures in the federal Government. The Joint 
Accounting Programme, as it is called, is predicated on the following prin¬ 
ciples: 18 

(1) The maintenance of accounting systems and the production of finan¬ 
cial reports is the responsibility of the executive branch of government. 

(2) There must be an audit independent of the executive branch, but one 
which gives appropriate recognition to the necessity for internal control 
and audit. 

18 See Comptroller General of the United States, Annual Report , 1949, pp. 10-17; 
Annual Report of the Secretary of the Treasury for the fiscal year ending June 30, 1949, 
pp. 134-135. 
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(3) The executive branch must participate in the development of account¬ 
ing systems which serve the needs and responsibilities of both the legislative 
and executive branches. 

The agencies participated in outlining a programme for the review and 
analysis of the accounting needs of the federal Government, and initiated 
studies of requirements in specific areas. These included: (1) the develop¬ 
ment of general accounting principles and standards; (2) the simplification 
and improvement of disbursement and collection procedures; (3) the im¬ 
provement of central accounting and reporting; (4) the improvement of 
agency accounting and reporting; and (5) an examination of special account¬ 
ing problems in particular agencies. 

The Comptroller General of the United States, since the creation of his 
office in 1921, has had the authority to prescribe accounting systems for 
government agencies, although the authority to maintain such systems has 
always rested with the agencies. Under the Joint Accounting Programme 
the Comptroller General, in effect, shares the responsibility for developing 
and imposing accounting systems with the agencies that must maintain and 
operate them. At the same time the Comptroller General must approve the 
systems developed and installed by the agencies. 

Responsibility for the implementation of the Joint Accounting Programme 
has been primarily in the hands of the Comptroller General. To this end, a 
new division was created in the General Accounting Office—the Accounting 
Systems Division. This Division, in co-operation with the Treasury Depart¬ 
ment and the Bureau of the Budget, has initiated a large number of reforms 
extending through the whole range of accounting and auditing and affecting 
budgeting procedure as well. The major actions which have been undertaken 
under the Joint Accounting Programme include: 

(1) In the field of legislation the participating agencies co-operated with 
congressional committees in the enactment of the Budget and Accounting 
Procedures Act of 1950. This statute served to formalize the Joint Accounting 
Programme and to give wide latitude for procedural reform in government 
accounting. Co-operation has also extended to the enactment of legislation to 
reform the fiscal operations of the Post Office Department and the Department 
of Defense. Other legislation has provided for the establishment of working 
capital funds in particular agencies. 

(2) The General Accounting Office has eliminated its central accounting 
functions. In some cases these accounting functions have been transferred to 
the agencies. In other instances the General Accounting Office has established 
appropriate safeguards and internal controls in the agencies themselves. 

(3) The General Accounting Office has decentralized its auditing pro¬ 
cedures to eliminate the necessity for shipping vouchers and records to the 
central office. An increasing number of audits are now conducted at the site 
of agency operations. The scope of audits has been extended beyond mere 
financial transactions to embrace an appraisal of administrative practices. 
Sample audits have been employed as a substitute for a check on all financial 
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aUcies have been encouraged to create an office of central controller to 
Sain supervision over the decentralized accounting operations. 

(6) Accrual accounting has been extended to embrace the financial activ¬ 
ities of an increasing number of agencies. These extensions are a part of'the 
eeneral trend toward performance budgeting, which requires 
measurement of the cost of agency operations. As a part of accrual acc 
property records have been established in a number of agencies, and 
improved systems of property management have resulted. 

(7) Disbursement procedure has been simplified in a "““her of agencies 
by eliminating overlapping cash controls maintained by disbursing office 

and by the agency. 

(8) The accounts maintained in the Treasury Department have been re¬ 
examined with a view to improving their usefulness for purposes of financial 

reporting. 

It is anticipated that improvements will continue for a number of years 
in an effort to consolidate and extend the reforms already made and to 
continue efforts to simplify and strengthen accounting, auditing and budget 
procedures in the United States Government. 

IX. Characteristic Features of the United States System 


Some of the major characteristics of budget execution and accounting 
which appear most significant in the United States Government are: 

(1) A considerable degree of central control of budget execution is main¬ 
tained by the Bureau of the Budget through its apportionment power and the 
power to establish reserves against appropriations. 

(2) Departments and agencies generally have substantial flexibility in the 
execution of the budget, within the framework of congressional limitations 
and the actions of the Executive Office (Bureau of the Budget). 


(3) Central accounting in the Treasury Department is now restricted to 
“appropriation-level” accounting on a cash basis, and the agencies and 
departments have responsibility for the maintenance of their own accounting 

systems. 

(4) Post-auditing and settlement of accounts is the responsibility of the 
f"Y»mT*trrtllpr CpnpraL who is indeDendent of the administration. 




Recent developments under the aegis of the Joint Accounting Programme 
have added some additional characteristics: 

(5) The pre-audit responsibilities of the General Accounting Office are 
being limited in practice, and the examination of vouchers has increasingly 
become the responsibility of agencies. 

(6) Accounting within agencies is tending toward greater decentralization. 

(7) Agencies are developing improved patterns for internal control. Cor¬ 
respondingly, in such cases the General Accounting Office employs the so- 
called comprehensive audit which is wider in scope but which serves to 
economize in the utilization of staff. 

In turn, the characteristic feature of the Joint Accounting Program ime is 
its effort to accomplish substantial changes in established practices by enlist¬ 
ing the co-operation of all parties to the change: the Bureau of the Budget, 
the Treasury, the General Accounting Office and the departments and agencies. 
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